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AMENDING THE RAILROAD RETIREMENT ACT OF 
1937 


MONDAY, FEBRUARY 9, 1959 


U.S. Senate, 
SUBCOMMITTEE ON RaiLRoAD RETIREMENT OF THE 
CoMMITTEE ON Labor AND Pusiic WELFARE, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to notice, in room 4232, 
New Senate Office Building, Senator Wayne Morse (chairman of 
the subcommittee) presiding. 

Present: Senators Morse (presiding), Clark, Case, and Cooper. 

Committee staff members present : Stewart E. McClure, chief clerk; 
Samuel V. Merrick, special counsel to the subcommittee; and Ray 
Hurley, professional staff member. 

Senator Morse. The hearing will come to order. 

The Subcommittee on Railroad Retirement proceeds this ar 
with the first hearing on a series of bills that have been introduce 


relating to railroad retirement and unemployment legislation. Those 
bills are S. 226, S. 280, S. 875, and S. 987. 


(Copies of bills and reports follow :) 


[S. 226, 86th Cong., 1st sess.] 


A BILL To amend the Railroad Retirement Act of 1937, the Railroad Retirement Tax Act, 


and the Railroad Unemployment Insurance Act, so as to provide increases in benefits, and 
for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 


Part I—AMENDMENTS TO THE RAILROAD RETIREMENT AcT OF 1937 


Section 1. (a) Section 2(a)3 of the Railroad Retirement Act of 1937 is 
amended to read as follows: 

3. Individuals who will have attained the age of sixty and will have com- 
pleted thirty years of service or, in the case of women, who will have attained 
the age of sixty-two and will have completed less than thirty years of service, 
but the annuity of such individual shall be reduced by one one-hundred-and- 
eightieth for each calendar month that he or she is under age sixty-five when 
the annuity begins to accrue.” 

(b) Section 2(d)-.of such Act is amended by adding at the end thereof the 
following new sentence: “If pursuant to the third sentence of this subsection 
an annuity was not paid to an individual with respect to one or more months 
in any calendar year, and it is subsequently established that the total amount of 
such individual’s earnings during such year as determined in accordance with 
that sentence (but exclusive of earnings for services described in the first sentence 
of this subsection) did not exceed $1,200, the annuity with respect to such month 
or months, and any deduction imposed by reason of the failure to report earnings 
for such month or months under the fifth sentence of this subsection, shall then 
be payable. If the total amount of such individual’s earnings during such 
year (exclusive of earnings for services described in the first sentence of this 
subsection) is in excess of $1,200, the number of months in such year with 
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respect to which an annuity is not payable by reason of such third and fifth 
sentences shall not exceed one month for each $100 of such excess, treating the 
last $50 or more of such excess as $100; and if the amount of the annuity has 
changed during such year, any payments of annuity which became payable solely 
by reason of the limitation contained in this sentence shall be made first with 
respect to the month or months for which the annuity is larger.” 

(c) Section 2(e) of such Act is amended by striking out “than an amount” 
and inserting in lieu thereof “than 110 per centum of an amount”. 

(d) Section 2(g) of such Act is amended by inserting after “wife under age 65” 
the following: “(other than a wife who is receiving such annuity by reason of 
an election under subsection (h))”. 

(e) Section 2 of such Act is further amended by adding at the end thereof 
the following new subsection : 

“(h) A spouse who would be entitled to an annuity under subsection (e) if 
she or he had attained the age of 65 may elect upon or after attaining the age 
of 62 to receive such annuity, but the annuity in any such case shall be reduced 
by one one-hundred-and-eightieth for each calendar month that the spouse ‘is 
under age 65 when the annuity begins to accrue.” 

Sec. 2. (a) Section 3(a) of the Railroad Retirement Act of 1937 is amended 
(1) by striking out “3.04”, “2.28”, and “1.52” and inserting in lieu thereof “3.35”, 
“2.51”, and “1.67”, respectively; and (2) by striking out “$200” and inserting 
in lieu thereof “$250”. 

(b) Section 3(c) of such Act is amended by inserting after “or in excess of 
$350 for any month after June 30, 1954,” the following: “and before January 1, 
1959, or in excess of $400 for any month after December 31, 1958,”. 

(ce) Section 3(e) of such Act is amended (1) by striking out “$4.55”, “$75.90”, 
and “his monthly compensation” and inserting in lieu thereof ‘$5.00”, “$83.50” 
and “110 per centum of his monthly compensation”, respectively ; (2) by striking 
out “is less than the amount, or the additional amount” and inserting in lieu 
thereof “is less than 110 per centum of the amount, or 110 per centum of the 
additional amount”; (3) by inserting after “age sixty-five,” the following: 
“women entitled to spouses’ annuities pursuant to elections made under sub- 
section (h) of section 2 to be entitled to wife’s insurance benefits determined 
under section 202(q) of the Social Security Act,” ; and (4) by striking out “such 
amount or such additional amount” and inserting ‘in lieu thereof “110 per centum 
of such amount or 110 per centum of such additional amount.” 

Sec. 3. (a) Section 5(f) (2) of the Railroad Retirement Act of 1937 is amended 
by striking out “and 7 per centum of his or her compensation after December 31, 
1946 (exclusive in both cases of compensation in excess of $300 for any month 
before July 1, 1954, and in the latter case in excess of $350 for any month 
after June 30, 1954),” and by inserting in lieu thereof the following: “plus 7 
per centum of his or her compensation paid after December 31, 1946, and before 
January 1, 1959, plus 744 per centum of his or her compensation paid after 
December 31, 1958, and before January 1, 1962, plus 8 per centum of his or her 
compensation paid after December 31, 1961 (exclusive of compensation in excess 
of $300 for any month before July 1, 1954, and in excess of $350 for any month 
after June 30, 1954, and before January 1, 1959, and in excess of $400 for any 
month after December 31, 1958),”. 

(b) Section 5(h) of such Act ‘is amended by striking out “$33”, “$176”, and 
“$15.40” wherever they appear and inserting in lieu thereof “$36.30”, “$193.60”, 
and “$16.95”, respectively. 

(c) Section 5(i) (1) (ii) of such Act is amended by striking out “or in which 
month he engaged on seven or more different calendar days in noncovered 
remunerative activity outside the United States (as defined in section 203(k) 
of the Social Security Act)” and inserting in lieu thereof the following: “or, 
having engaged in any activity outside the United States, would be charged 
under such section 203(e) with any earnings derived from such activity if it had 
been an activity within the United States”. 

(d) Clause (A) (i) of section 5(1) (9) of such Act is amended by striking out 
the word “and” appearing after “July 1, 1954,” and by inserting after “June 
30, 1954,” the following: “and before January 1, 1959, and any excess over 
$400 for any calendar month after December 31, 1958,”. 

(e) Clause (A) (ii) of section 5(1) (9) of such Act is amended (1) by inserting 
“and before 1959” after “1954” where it first appears; (2) by inserting after 
“$4,200” where it first appears the following: “, or for any calendar year 
after 1958 is less than $4,800,”; (3) by striking out “$350” and inserting in 
lieu thereof “$400” ; and (4) by striking out “and $4,200 for years after 1954, by” 


n—_— © bt @& & T & 


i ie ee 


AMENDING THE RAILROAD RETIREMENT ACT OF 1937 3 


and inserting in lieu thereof the following: “, $4,200 for years after 1954 and 
pefore 1959, and $4,800 for years after 1958, by”. 

(f) Section 5(1) (10) of such Act is amended by striking out “44”, “11”, “$350”, 
“$15.40”, “$36.66”, “$27.50”, and “$14.66” wherever they appear and inserting in 
lieu thereof “49”, “12”, “$400”, “$16.95”, “$40.33”, “$30.25”, and “$16.13”, 
respectively. 

Sec. 4. All pensions under section 6 of the Railroad Retirement Act of 1937, 
all joint and survivor annuities and survivor annuities deriving from joint and 
survivor annuities under that Act awarded before January 1, 1959, all widows’ 
and widowers’ insurance annuities which began to accrue before February 1, 1959, 
and which, in accordance with the proviso in section 5(a) or section 5(b) of the 
Railroad Retirement Act of 1937, are payable in the amount of the spouse’s 
annuity to which the widow or widower was entitled, and all annuities under the 
Railroad Retirement Act of 1935, are increased by 10 per centum. 

Sec. 5. (a) The amendments made by section 1 (other than subsection (b) 
thereof), by subsections (a) and (c) of section 2, and by subsections (b) and (c) 
of section 3 shall be effective only with respect to annuities (not including annu- 
ities to which section 4 applies) accruing for months after December 1958. The 
amendment made by subsection (b) of section 1 shall be effective with respect 
to annuities accruing during the calendar year 1959 and subsequent calendar 
years. The amendment made by subsection (a) of section 3 shall be effective 
only with respect to lump-sum payments (under section 5(f) (2) of the Railroad 
Retirement Act of 1937) in the case of deaths occurring after December 1958. 
The amendments made by subsection (f) of section 3 shall be effective only with 
respect to annuities accruing for months after December 1958 and lump-sum 
payments (under section 5(f)(1) of the Railroad Retirement Act of 1937) in 
the case of deaths occurring after December 1958. Section 4 shall be effective 
only with respect to pensions due in calendar months after January 1959 and 
annuities accruing for months after December 1958. 

(b) All recertifications required by reason of the amendments made by this 


part shall be made by the Railroad Retirement Board without application 
therefor. 


Part II—AMENDMENTS TO THE RAILROAD RETIREMENT Tax ACT 


Sec. 201. (a) Section 3201 of the Railroad Retirement Tax Act is amended 
to read as follows: 


“SEC. 3201. RATE OF TAX. 


“In addition to other taxes, there is hereby imposed on the income of every 
employee a tax equal to— 
“(1) 6% percent of so much of the compensation paid to such employee 
for services rendered by him after December 31, 1958, and before January 1, 
1962, and 
“(2) 74% percent of so much of the compensation paid to such employee 
for services rendered by him after December 31, 1961, 
as is not in excess of $400 for any calendar month: Provided, That the rate of 
tax imposed by this section shall be increased, with respect to compensation paid 
for services rendered after December 31, 1964, by a number of percentage points 
(including fractional points) equal at any given time to the number of percentage 
points (including fractional points) by which the rate of the tax imposed with 
respect to wages by section 3101 at such time exceeds the rate provided by 
paragraph (2) of such section 3101 as amended by the Social Security Amend- 
ments of 1956.” 


(b) Section 3202(a) of the Railroad Retirement Tax Act is amended (1) by 
striking out “after December 31, 1954” wherever it appears and inserting in lieu 
thereof “after December 31, 1958”; (2) by striking out “$350” wherever it 
appears and inserting in lieu thereof “$400”; (3) by striking out “after 1954” 
and inserting in lieu thereof “after 1958”. 


4 = Section 3211 of the Railroad Retirement Tax Act is amended to read as 
ollows: 


“SEC. 3211. RATE OF TAX. 
“In addition to other taxes, there is hereby imposed on the income of each 
employee representative a tax equal to— 
“(1) 13% percent of so much of the compensation paid to such employee 
representative for services rendered by him after December 31, 1958, and 
before January 1, 1962, and 
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““ 


(2) 14% percent of so much of the compensation paid to such employee 
representative for services rendered by him after December 31, 1961, 

as is not in excess of $400 for any calendar month: Provided, That the rate of 
tax imposed by this section shall be increased, with respect to compensation paid 
for services rendered after December 31, 1964, by a number of percentage points 
(including fractional points) equal at any given time to twice the number of 
percentage points (including fractional points) by which the rate of the tax 
imposed with respect to wages by section 3101 at such time exceeds the rate 
provided by paragraph (2) of such section 3101 as amended by the Social Secu- 
rity Amendments of 1956.” 

(d) (1) Section 3221 of the Railroad Retirement Tax Act is amended by 
striking out “In addition to” and all that follows down through “$350” the first 
time it appears, and inserting in lieu thereof the following: 

“(a) In addition to other taxes, there is hereby imposed on every employer 
an excise tax, with respect to having individuals in his employ, equal to— 

“(1) 6% percent of so much of the compensation paid by such employer 
for services rendered to him after December 31, 1958, and before January 1,: 
1962, and 
“(2) 7% percent of so much of the compensation paid by such employer 
for services rendered to him after December 31, 1958, and before January 1, 
oA is, with respect to any employee for any calendar month, not in excess of 
400.” 

(2) Such section 3221 is further amended (A) by striking out “1954” wherever 
else it appears in that section and inserting in lieu thereof “1958”; (B) by strik- 
ing out “$350” wherever else it appears in that section and inserting in lieu 
thereof “$400”; and (C) by adding at the end thereof the following new sub- 
section : 

“(b) The rate of tax imposed by subsection (a) shall be increased, with re 
spect to compensation paid for services rendered after December 31, 1964, by a 
number of percentage points (including fractional points) equal at any given 
time to the number of percentage points (including fractional points) by which 
the rate of the tax imposed with respect to wages by section 3111 at such time 
exceeds the rate provided by paragraph (2) of such section 3111 as amended by 
the Social Security Amendments of 1956.” 

Sec. 202. The amendments made by section 201 shall, except as otherwise pro- 
vided in such amendments, be effective as of January 1, 1959, and shall apply 


only with respect to compensation paid after December 31, 1958, for services 
rendered after such date. 


Part III—AMENDMENTS TO THE RAILROAD UNEMPLOYMENT INSURANCE ACT 


Sec. 301. Section 1(i) of the Railroad Unemployment Insurance Act is 
amended by striking out the provision in the first sentence and inserting in lieu 
thereof “: Provided, however, That in computing the compensation paid to any 
employee, no part of any month’s compensation in excess of $300 for any month 
before July 1, 1954, or in excess of $350 for any month after June 30, 1954, and 
before January 1, 1959, or in excess of $400 for any month after December 31, 
1958, shall be recognized”. 

Src. 802. (a) Section 2(a) of the Railroad Unemployment Insurance Act is 
amended by striking out the language between “(i)” and “(ii)” and inserting 
in lieu thereof the following: “for each day of unemployment in excess of four 
during any registration period, and”. 

(b) Section 2(a) of such Act is further amended by striking out columns I 
and ITI and inserting in lieu thereof the following: 


Column ITI 
Daily Benefit Rate 


eee a ee re Oe do ee el ate cat 64. 50 

ee 0 ia ci ereck nn sda hase beh oeedle seeeeee 5. 00 
I a a camibamnepenaetcoktiamamanaboereimcimn 5. 50 
O00 ts: Bes oc US ke ee ae Si ddl ddom 6. 00 
I il ae ee 6. 50 
Se Oe I i re lima eon ale Seer beeed eaaanes 7.00 
ne we es cg or er ash es haoeehncdadiaeamiaiian 7.50 
I iia i aca ae ki aca i ne 8. 00 
aC sce cay se we tagctetis os ensgepete acta peeve ne eo eco ee emis 8. 50 
S200 20) See ia ae teen ct ee ee ee Re 9.00 
B:U00 til GBPOGG oo bic ei i orld. 2s is atic eS 9. 50 
Oe I aii aint tacit Dit ci tacaalin Magis nasil nite antici lintel waggle 10. 20” 


(c) The proviso in such section 2(a) is amended by striking out “50” and 
“$8.50” and inserting in lieu thereof “60” and “$10.20”, respectively. 
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Sec. 303. (a) Section 2(c) of the Railroad Unemlpoyment Insurance Act is 
amended by striking out the period at the end thereof and inserting in lieu 
of such period a colon and the following: “And provided further, That, with re- 
spect to an employee who has ten or more years of service as defined in section 
1(f) of the Railroad Retirement Act of 1937, who did not voluntarily leave work 
without good cause or voluntarily retire, and who had current rights to normal 
benefits for days of unemployment in a benefit year but has exhausted such 
rights, the benefit year in which such rights are exhausted shall be deemed not 
to be ended until the last day of the extended benefit period determined under 
the following schedule, and the maximum number of days of, and the amount 
of payment for, unemployment within such benefit year for which benefits may 
be paid to the employee shall be enlarged to include all compensable days of unem- 
ployment within such extended benefit period : 

The extended benefits period shall begin 
on the first day of unemployment fol- 
lowing the day on which the employee 
exhausted his then current rights to 
normal benefits for days of unemploy- 
ment and shall continue for successive 
fourteen-day periods (each of which 
periods shall constitute a registration 

“If the employee's ‘years of period) until the number of such 
service’ total— fourteen-day periods totals— 
10 and less than 15 7 (but not more than 65 days) 
15 and over 13 
but no such extended benefit period shall extend beyond the beginning of the 
first registration period in a benefit year in which the employee is again quali- 
fied for benefits in accordance with section 3 of this Act on the basis of compen- 
sation earned after the first of such successive fourteen-day periods has begun. 
For an employee who has ten or more years of service, who did not voluntarily 
leave work without good cause or voluntarily retire, who has fourteen or more 
consecutive days of unemployment, and who is not a ‘qualified employee’ for the 
general benefit year current when such unemployment commences but is or 
becomes a ‘qualified employee’ for the next succeeding general benefit year, such 
succeeding benefit year shall, in his case, begin on the first day of the month in 
which such unemployment commences.” 

(b) An employee who has less than ten years of service as defined in section 
1(f) of the Railroad Retirement Act of 1937, and who has after June 30, 1957, 
exhausted (within the meaning prescribed by the Railroad Retirement Board 
by regulation) his rights to unemployment benefits, shall be paid unemployment 
benefits for days of unemployment, not exceeding sixty-five, which occur in 
registration periods beginning on or after June 19, 1958, and before April 1, 1959, 
and which would not be days with respect to which he would be held entitled 
otherwise to receive unemployment benefits under the Railroad Unemployment 
Insurance Act, except that an employee who has filed, and established, a first 
claim for benefits under the Temporary Unemployment Compensation Act of 
1958 may not thereafter establish a claim under this subsection, and an employee 
who has registered for, and established, a claim for benefits under this subsec- 
tion may not thereafter establish a claim under the Temporary Unemployment 
Compensation Act of 1958. Except to the extent inconsistent with this subsec- 
tion, the provisions of the Railroad Unemployment Insurance Act shall be appli- 
cable in the administration of this subsection. 

(ec) The Secretary of Labor, upon request, shall furnish the Board informa- 
tion deemed necessary by the Board for the administration of the provisions of 
Subsection (b) hereof, and the Board, upon request, shall furnish the Secretary 
of Labor information deemed necessary by the Secretary for the administration 
of the Temporary Unemployment Compensation Act of 1958. 

Sec. 304. Section 3 of the Railroad Unemployment Insurance Act is amended 
by striking out “$400” and inserting in lieu thereof “$500”. 

Sec. 305. Section 4(a-2) of the Railroad Unemployment Insurance Act is 
amended by striking out subdivision (iv), and by striking out the semicolon at 
the end of subdivision (iii) and inserting in lieu thereof a period. 

Sec. 306. Section 8(a) of the Railroad Unemployment Insurance Act is 
amended (1) by inserting after “June 30, 1954” where it first appears the follow- 
ing: “, and before January 1, 1959, and is not in excess of $400 for any calendar 
month paid by him to any employee for services rendered to him after December 
31, 1958”; (2) by inserting after “June 30, 1954” where it appears for the second 
time the following: “, and before January 1, 1959, and to not more than $400 
for any month after December 31, 1958”; (3) by inserting after “June 30, 1954” 
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where it appears for the third time the following: “, and before January 1, 1959, 
or less than $400 if such month is after December 31, 1958”; (4) by striking 
out “1947” in paragraph 2 and inserting in lieu thereof “1958”; and (5) by 
striking out the table (except the column headings) in such paragraph 2 and 
inserting in lieu thereof the following: 


Percent 
pO OONN0O On) MEONR 2s 2 8 a ee eas aan 1% 
$400,000,000 or more but less than $450,000,000__.____-__-_-._-----_-------- 2 
$350,000,000 or more but less than $400,000,000________-___---_____________-_ 2% 
$300,000,000 or more but less than $350,000,000___-_________-----___-------- 3 
Sia SRA BEOROUG OOO ens Se BN iwi a i alee wee 314”. 


Sec. 307. Section 8(b) of the Railroad Unemployment Insurance Act is 
amended (1) by striking out “3 per centum” and inserting in lieu thereof “3% 
per centum”; and (2) by inserting before the period at the end of the first 
sentence the following: “, and before January 1, 1959, and as is not in excess of 
$400 paid to him for services rendered as an employee representative in any 
ealendar month after December 31, 1958.” 

Sec. 308. The amendments made by sections 302, 303(a), and 305 shall be 
effective with respect to benefits accruing in general benefit years which begin 
after the benefit year ending June 30, 1958, and in extended benefit periods 
which begin after December 31, 1957. The amendment made by section 304 
shall be effective with respect to base years after the base year ending December 
31, 1957. The amendments made by clauses (4) and (5) of section 306 and 
clause (1) of section 307 shall be effective as of January 1, 1959, and shall 
apply only with respect to compensation paid for services rendered in calendar 
months after December 31, 1958. 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., January 28, 1959. 

Hon. Lister HI, 

Chairman, Committee on Labor and Public Welfare, 

U.S. Senate, Washington, D.C. 


Dear Senator Hii: This is the report of the Railroad Retirement Board 
on the bill S. 226 which was requested by your committee. 

The bill would amend the Railroad Retirement Act, the Railroad Retirement 
Tax Act, and the Railroad Unemployment Insurance Act in the following 
respects : 

RAILROAD RETIREMENT ACT 


1. Annuities (including spouse and survivors annuities), pensions, and lump 
sums (other than the “residual” lump sum) would be increased generally by 
10 percent. The increase would be slightly more than that for most employee 
retirement annuities and survivors annuities computed under the regular rail- 
road retirement formulas (as much as 1.4 percent more for some survivor 
benefits), because the increased percentages proposed by the bill in these for- 
mulas reflect “rounding out” the result, after application of an exact 10 percent 
increase in the computation factors. 

2. The maximum amount of compensation creditable under the Railroad 
Retirement Act for a month would be increased from $350 to $400 effective 
with respect to service rendered after December 31, 1958. 

8. The privilege now avaiiable to any employee with 30 years of service of 
electing to receive a reduced annuity to begin after age 60 and before age 65 
would be available to women employees with 10 years of service at age 62, 
and, at the same age, to wives or husbands of annuitants. The reduction would 
be by one one hundred eightieth for each calendar month the beneficiary is 
under age 65. 

4. The earnings test now applicable to disability annuitants, under which 
any disability annuitant under age 65 does not receive an annuity for any 
month in which he is paid more than $100 in earnings, would be modified by 
the addition of a provision that if the annuitant’s earnings in any calendar year 
do not exceed $1,200, the annuity otherwise not payable because of his earnings 
in any month in that year, would become payable. Earnings from employment 
with an “employer” under the act or for the annuitant’s “last employer” before 
he retired, would not count toward this $1,200 maximum. (No annuities are 
payable for months of such earnings by virtue of another provision of sec. 2(d) 
of the Railroad Retirement Act.) Even if the annuitant’s earnings exceed 
$1,200 in any year, loss of annuity would not exceed 1 month’s annuity for 
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each $100 or less (if more than $50) that the annuitant earned in excess of 
1,200. 

. 5. The formula for computing the “residual” lump sum would be amended in 
conformity with amendments proposed to the Railroad Retirement Tax Act 
(increasing as of January 1, 1959, the tax rate on employees to 6% percent 
and to 7% percent after December 31, 1961 and the maximum amount of com- 
pensation subject to the tax after December 31, 1958, to $400) by increasing 
the percentage factor applicable to compensation after 1958 to 74 percent and to 
8 percent after 1961, and increasing the maximum amount of compensation 
for any month to which such factors are applicable from $350 to $400 for any 
month after December 31, 1958. 

6. The changes made by the bill would be effective with respect to all annui- 
ties payable for months after December 1958, to pensions due in calendar months 
after January 1959, and to lump sums payable with respect to deaths occurring 
after 1958. 

RAILROAD RETIREMENT TAX ACT 


The bill would increase the tax rate on employees and employers from 64 
percent to 6% percent after December 31, 1958 and to 7% percent after De- 
cember 31, 1961, and make the tax applicable to $400 instead of $350 of the 
employee’s compensation earned in any month after December 1958. The tax 
rate would be increased with respect to compensation paid after 1964 by the 
same number of percentage points (or fractions of percentage points) by which 
the then current social-security-tax rate exceeds 2°%4 percent. 

The tax rate on employee representatives would be increased from 12% 
percent to 1344 percent after December 31, 1958, and to 14% percent after 
December 31, 1961, and the tax base also raised to $400. This tax rate would also 
be increased with respect to compensation paid after 1964, just as in the case 
of the employer and employee, but this increase would be by twice the number 
of percentage points (or fractions of points) that the then current social- 
security-tax rate exceeds 2%4 percent. 


RAILROAD UNEMPLOYMENT INSURANCE ACT 


1. A new schedule of daily benefit rates for both unemployment and sickness 
benefits ranging up to $1.70 higher than present rates would be provided. The 
alternative rate, which is now 50 percent of the employee's daily rate of pay 
in his last employment with an employer in the “base” year, would be increased 
to 60 percent of such daily rate of pay. The maximum daily benefit rate would 
be increased from $8.50 to $10.20. These increases would be effective with 
respect to benefits payable in general benefit years after the benefit year ending 
on June 30, 1958, and in extended benefit periods, described below, as early as 
January 1, 1958. 

2. The maximum amount of compensation for a month, for which credit 
would be given and contributions required, would be increased from $350 to 
$400, effective with respect to compensation paid for service rendered in ¢al- 
endar months after December 1958. 

3. The minimum amount of earnings in a “base” year which would qualify 
an employee for benefits would be increased from $400 to $500, effective with 
respect to “base’’ years after 1957. 

4. An employee with 10 or more years of railroad service who is out of 
work through no fault of his own and has exhausted current rights to normal 
unemployment benefits, would receive additional benefits during an extended 
benefit period. The duration of such extended benefit period would be for 
an employee with less than 15 years of service seven successive periods of 14 
days each but would be limited to benefits for 65 days of unemployment, and 
for an employee with over 15 years of service 13 successive periods of 14 days 
each with a limitation of benefits to 130 days of unemployment. 

5. For an employee with 10 or more years of service who did not voluntarily 
leave work without good cause or voluntarily retire and who is not a “qualified 
employee” for the current benefit year but would be for the next succeeding 
benefit year such year begins on the first day of the month in which a period 
of 14 or more consecutive days of unemployment begins. 

6. An employee with less than 10 years of service who, after June 30, 1957, 
has exhausted his rights to unemployment benefits may be paid benefits for 
days of unemployment not exceeding 65 which occur on and after June 19, 
1958, and before April 1, 1959, if for such days he would not be otherwise 
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entitled to benefits, except that an employee who has established a first claim 
for benefits under the Temporary Unemployment Compensation Act of 1958 
would not be entitled to benefits under this provision. 

7. The maximum number of days of unemployment in the first registration 
period in a benefit year for which benefits may be paid would be increased from 
7 to 10, the same as it is now with respect to all subsequent registration periods. 

8. Sundays and other holidays would be treated the same as other days for 
unemployment benefit purposes. 

9. To provide funds for the additional benefits that are proposed, the bill, in 
addition to raising the maximum taxable earnings for a month from $350 to 
$400 and increasing from $400 to $500 the minimum earnings in a base year 
which would qualify a worker for benefits in the benefit year, as stated above, 
would provide for a contribution or tax rate of not less than 1% percent when 
the money in the railroad unemployment insurance account totals $450 million 
or more, which rate would be raised, by steps, to 34% percent when the money 
in the account falls below $300 million. The provision for increase in the con- 
tribution rate would be effective as of January 1, 1959, and would apply only 
with respect to compensation paid for services rendered after December 31, 1958. 


IMMEDIATE EFFECT OF AMENDMENTS TO THE RAILROAD RETIREMENT ACT 


Employee annuities 


An estimated 355,000 employee annyities, averaging $117, in course of pay- 
ment on January 1, 1959, would be increased by 10 percent to an average of 
almost $129. 

For an employee retiring on January 1, 1959, the maximum annuity that could 
be paid would rise from about $186 to $204. Subsequently, after the new $400 
ceiling on taxable earnings goes into effect, the maximum would rise slowly up 
to the end of 1966. Thereafter, the maximum will rise more rapidly since more 
than 30 years of service will become creditable toward annuities. 

An estimated 44,500 retirement annuity awards, averaging about $139, would 
be made in calendar year 1959. These figures include about 500 awards to 
women employees aged 62-64 who would elect to accept a reduced annuity. 


Spouse annuities 


An estimated 129,000 spouses on the rolls on January 1, 1959, would also have 
their annuities increased by 10 percent. The average spouse annuity in current- 
payment status on January 1, 1959, would be increased to about $57. The esti- 
mated 16,000 unreduced spouse annuities to be awarded in calendar year 1959 
would average $56. The new maximum spouse annuity would be $65.50 in 
January 1959, and would increase to $66.60 in February 1959, and to $69.90 in 
February 1960. 

There are an estimated 36,000 spouses aged 62-64 who could elect to receive 
reduced spouse annuities. In the absence of specific experience and for the 
purposes of this report, it has been arbitrarily assumed that about three-fourths 


of them or 27,000 would choose to accept such reduced benefits. The reduced 
benefits would average about $50. 


Pensions 


An estimated 1,400 pensioners on the rolls on January 1, 1959, would receive 
10-percent increases, bringing their average benefit to about $91 compared with 
the average of $82 under the present law. 


Survivor annuities 


The estimated 239,000 survivor benefits in current-payment status on January 
1, 1959, would be increased at least 10 percent. The maximum basic amount 
possible on January 1, 1959, under the new formula would be $79, while the 
maximum family benefits would be $193.60 and $279 under the railroad retirement 
and social security guaranty formulas, respectively. 

An estimated 18,000 insurance lump-sum benefits would be paid in the calendar 
year 1959. The average lump sum would be $560. 


Disability work clause 


The immediate effect of the change in the disability work clause would be 
comparatively smail. About 1,000 annuities are withheld each month under the 
present provision and the amount of annuities withheld in a year totals about 
$1 million. The proposed change in the disability work clause is estimated to 
reduce the amount withheld in the first year by about $200,000. 
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Total benefit payments 


Total benefit payments under the provisions of the bill in calendar year 1959 
are estimated at about $900 million, or $95 million more than would be payable 
under the present law. Of the additional $95 million, $81 million is attributable 
to the 10-percent increase in monthly and lump-sum benefits and the remaining 
$14 million to the new benefits for women employees and spouses aged 60-64. 


Tabular summary 


The two attached tables illustrate the effect of the proposed amendments. 
Table 1 shows the effect on benefits in course of payment on January 1, 1959, 
and table 2 covers benefit awards in calendar year 1959. 


TABLE 1.—Estimated number of monthly benefits in current-payment status on 
Jan. 1, 1959, and estimated average monthly amount before and after increases 
under the bill, by type of benefit 


| 
Benefits in current-payment status 


Number Average monthly 
amount ! 


Type of benefit | 
Benefit computed 
under | 
scenic uh Brepen@ )'‘Propesed 
| law | bill 
Railroad | Social 
formula security 
| formula 


| 
Total_- . a 724, 600 511,100 | 213, 500 | 


Retirement: | 
Employee annuities_ -- 355, 000 320, 000 2 35, 000 | $116. 90 
Pensions _ a 1, 400 | 1, 400 82. 40 
Spouse annuities 129, 000 | 120, 000 9, 51. 60 | 
Monthly survivor: | | | 
Aged widows’ annuities. ___-- a 181, 000 6 | | 56. 90 
Widowed mothers’ annuities... _____._ 11, 300 | : 
Children’s annuities... -..._._._._..- 42, 500 | ’ \ . 90 
Parents’ annuities__-_- 1, 100 | | | 57. 70 
Survivor (option) annuities__..__..._-- 3, 300 eri ee AO. 50 


1 After adjustment for increases under 1958 Social Security Act amendments. 
3 Includes 7,000 disability annuitants aged 50-64. 


TABLE 2.—Estimated number of awards in calendar year 1959, and average 
benefit under present law and the bill, by type of benefit 


Type of benefit Present law Proposed bill 


| Awards under— 


Number Average Number Average 
amount amount 


Retirement: 
Employee annuities....................... $126. 90 
Reduced age annuities to women i 1 500 
Reduced spouse annuities __- ites 1 27,000 
Unreduced spouse annuities. .________- “ 50. 60 16, 000 | 

Monthly survivor: | 
Aged widow’s annuities abies tenet ‘: 66. 50 21, 000 | 
Widowed mothers’ annuities____- ; ° 85. 40 | 2, 300 
OT a eS ae 57. 60 | 5, 800 | 
Parents’ annuities_._._____- 73. 50 100 | 
Survivor (option) annuities _--___- 55. 00 50 | 

Lump-sum payments: | | 
Insurance benefits..............--- | 510. 00 18, 000 | 


esses 


SERE3 ZSES 
S8sse 








ss 


Residual payments-__-- 1, 700. 00 6, 500 

1 There will be an estimated 36,000 spouses of retired employees, and 1,000 women employees with less than 
30 years of service, aged 62-64, eligible to elect reduced annuities. It is assumed that 3% of the spouses and 
\% of the women employees would make such elections. 
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IMMEDIATE EFFECT OF AMENDMENTS TO THE RAILROAD RETIREMENT TAX ACT 


The bill proposes to amend the Railroad Retirement Tax Act, effective January 
1, 1959, by raising the monthly limit on taxable earnings from $350 to $400, and 
by increasing the combined rate of tax from the present 1244 percent to 13% 
percent in 1959-61 and to 14% percent in 1962-64. In addition, the rate of tax 
in 1965 and thereafter would be increased by the excess of future actual social 
security rates over 5% percent. 

Assuming that the railroad industry will be recovering from the low level of 
activity experienced during the 1957-58 economic recession with a consequent 
gradual increase in employment, and taking into consideration the increases 
provided in existing wage agreements, the effect of the proposed legislation on 
railroad retirement taxes in calendar years 1959-62 would be as follows: 


[In millions] 





1959 1960 | 1961 1962 
| | | 

nis senna Wa... os setts se cso ckwccacdee | $4,600 | $4,700 | $4, 900 $5, 100 

Taxable payroll, proposed law_.............-..---..------------ | 5, 100 5,200} 5, 400 5, 600 

Parmer remem De Te mn 575 587 612 7 
Taxes, proposed law (13. 5 percent for 1959-61; 14.5 percent for 

te cect ak etna gaa cd el Seok ROE a clan unk usuxsodee 689 702 729 812 

Gs ON noo os et cdc ceccctcacasaste 114 115 117 175 

(a) Due solely to higher tax base.......................--- 63 63 63 63 

(6) Due to higher tax rate on old base___............------ 46 47 49 102 

(c) Due to higher tax rate on addition to old base_______.- 5 5 5 10 


ACTUARIAL EFFECTS OF PROPOSED AMENDMENTS TO THE RAILROAD RETIREMENT 
AND RAILROAD RETIREMENT TAX ACTS 


As stated before the proposed amendments pertaining to the retirement and 
survivor programs would increase the benefit disbursements in 1959 by about 
$95 million to a total of about $900 million. Of this $81 million is attributable 
to the 10-percent increase in monthly and lump-sum benefits and the remaining 
$14 million to the liberalized eligibility requirements for women employees and 
spouses as well as to certain other provisions of a relatively minor nature. Costs 
of benefits, on a level basis, would be increased about $147 million a year. It 
is further estimated that the additional immediate and deferred taxes would 
bring in about an extra $115 million a year until 1962 when the amount would 
be about $175 million a year. In 1969, if the contingent increase in taxes 
becomes effective, as scheduled after 1964, the amount would reach about $370 
million a year. A year-by-year estimate of the additional taxes on both 
employers and employees is shown in table 3. Of the $114 million in additional 
taxes ($57 million to be paid by the employers and an equal amount by the em- 
ployees), in 1959, $63 million would be due to taxing compensation between 
$350 and $400 a month at the rate of 12% percent; and the remaining $51 million 
a year would be due to the additional 1 percentage point of tax on the total 
estimated taxable payroll of $5.1 billion for the year. The rise in 1962 would 
result mainly from the additional percentage point in the combined tax rate with 
similar situations occurring in later years. 

Considering both additional outgo and additional income, the estimates indicate 
that the added revenues would exceed the added disbursements by about $180 
million a year on a level basis, which is equivalent to 3.21 percent of a $5.6 billion 
taxable payroll. Since the actuarial deficiency for the present law, calculated 
as of December 31, 1958, is estimated at 3.81 percent of that payroll (adjusted 
from 4.18 of a $5.1 billion payroll), the enactment of the amendments would 
leave the railroad retirement system with an actuarial deficiency of 0.60 percent 
of payroll (3.81 minus 3.21) or about $34 million a year. The derivation of 
the above actuarial deficiency figure is shown in table 4 together with a break- 
down of the major cost figures for the proposed program by source of cost or of 
savings, as the case may be. 

An analysis of the cost effects of the proposed amendments considered by them- 
selves is presented in table 5. As previously indicated, the total level additional 
disbursements are estimated at about $147 million a year, or 2.63 percent of 
taxable payroll, while the additional revenues come to 5.84 percent of payroll 
or $327 million a year on a level basis. 

The distribution of the added costs over the years would depend upon the 
nature of the amendment. Thus, the disbursements due to the increase in the 
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limit on creditable compensation ($44 million a year after considering the 
proposed 10-percent increase in benefits) would be felt to only a very minor 
extent during the first several years following enactment of this provision. 
However, the additional income on the extra creditable compensation would 
begin to accrue in full almost immediately. On the other hand, the lowering of 
the retirement age for women on an elective basis would result in considerable 
additional disbursements in the immediate future, but these would later be 
largely offset by reductions in benefits payable after age 65. 

From an actuarial point of view, only the additional net costs of the change 
in the retirement age for women had to be considered. It is estimated that the 
net additional cost would come to some 0.03 percent of payroll or, in round 
figures, $1.5 million a year on a level basis. This figure is but a small fraction 
of the possible additional disbursements in the first year due to this amendment. 

For the proposed liberalization in the work clause for disability annuities, this 
estimate allows an additional cost of 0.02 percent of payroll, or about $1.0 mil- 
lion a year on the :verage. The smallness of the allowance is in conformity with 
the total work clause savings which has been estimated at about 0.05 percent of 
payroll. The present estimate assumes that the liberalization in the disability 
work clause would take up about one-half of the savings which would exist under 
the provisions of the present law. Whether this assumption will or will not be 
borne out by actual experience is not very important because of the relative 
smallness of the amounts involved. 

The cost figures here discussed are based on the seventh actuarial valuation as 
adjusted for the effect of the 1958 amendments to the Social Security Act and 
as subsequently revised to produce costs as of December 31, 1958. As indicated 
in table 4, the gross costs of the amended benefit program, including administra- 
tive expenses, would come to 20.91 percent of taxable payroll (approximately 
$1.2 billion a year on a level basis), and the reduction on account of funds on 
hand (which will produce interest equivalent to 1.96 percent of payroll estimated 
as $5.6 billion) and the financial interchange with social security (producing 
gains equivalent to 1.12 percent of payroll) would come to 3.08 percent ($173 
million a year), thus leaving a net cost of 17.83 percent ($998 million a year) 
to be financed by future payroll taxes. The future tax income is estimated to 
be equivalent to a level rate of 17.23 percent ($964 million a year), thus leaving 
an actuarial deficiency of 0.60 percent of payroll, or about $34 million a year. 

Because of the very small margins for contingencies contained in the assump- 
tions, there is very little likelihood that the actual future cost of the railroad 
retirement program after giving effect to the proposed amendments will be 
lower than estimated. An error in the opposite direction is considered to be much 
more likely although the extent of the probable error in the estimated costs for 
the proposed amendments could not be determined with any degree of accuracy. 


TABLE 3.—2Estimated additional tax income under the amendments to the 
Railroad Retirement Tag Act contained in the bill 


(Dollar amounts in millions] 


Rate of tax Taxable payroll for Additional taxes 
350 limit under bill ! 


Calendar year 








Employer Employee | Level as- | Short-range| Level as- 


Short-range 
sumption | projection | sumption 


projection 














Percent Percent 

684) 4; $5, 100 $4, 600 $118 $114 

6%| 63% 5, 100 4, 700 118 | 114 

68% 63% 5, 100 4, 900 118 116 

7% 7% 5,100 | ‘5, 100 174 174 

7% 7% 5, 100 5, 100 174 | 174 

7%| 7%4| —«5, 100 | 5, 100 174 174 

8 | 8 | 5, 100 5, 200 258 262 

814| 814, 5, 100 5, 200 314 319 

bd 815 84 5, 100 | 5, 200 | 314 | 319 

WR i.Go5 oasis snakes 816| 814 5,100} 5, 200 314 | 319 
1969 and thereafter.....-..-...| 9 9 5, 100 | 5, 200 | 37 376 


! Difference between combined employer and employee taxes at proposed rates on taxable payrolls for 
$400 limit and 124 percent of payroll with $350 limit. The taxable payroll for the $400 limit is estimated to 
be $500,000,000 a year higher than for the $350 limit on monthly compensation. 


37456—59——2 
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TABLE 4.—Cost estimate for the railroad retirement program as it would be 
amended by the bill 





















[Level cost figures are as of Dec. 31, 1958, and relate to a taxable payroll of $5.6 billion a year] 








Percent of 
Item payroll 
($400 limit) 








Gross cost of benefits, total 20. 91 



















Employee annuities and pensions- - . inh <a tie aoa x 114.22 
Spouses’ annuities Sache oa a aii sda 1. 40 
Aged widows’ annuities ae ion a EE A enki cabinets ’ 3.94 
Other survivor aanuities.-__......- tik .ten tas bhi aticecewhbe~ tence dive “ . 62 
Insurance lump sums ca oink ts tntlipngaetelianat tnoneulee ares Ft: . 20 
Residual payments : ; HE aoe . 39 
EINE MOU og itis wb cet Cocdeb ance eho abwnsye ven baneedeees ; Sind .14 





Deductions from gross costs, total 







Funds on hand 
Gains from financial interchange 


Net cost 





Future tax income, total 






Independent of OASDI rates ’ 
Additional taxes after 1964 dependent upon OASDI rates aah ‘ ad | 2.81 









Actuarial deficiency (excess of net costs over total future tax income) 








| Includes 0.08 percent of payroll for benefits payable with respect to dependents of disability annuitants 
under the social security minimum provision. 

2 Excludes an estimated $325,000,000 accrued under the financial interchange for the period July 1957 
December 1958 but not yet received. Had this amount been included, the 1.96 would have been increased 
to 2.13 and the next figure of 1.12 would have been correspondingly reduced to 0.95. 






TABLE 5.—Changes in actuarial deficiency due to the bill 





[Taxable payroll of $5.6 billion a year for $400 limit on monthly compensation] 


















Percent of 
| payroll 
($400 limit) 


Item 























Increase in residual benefit_ 


Actuarial deficiency under law before amendments (as of Dec. 31, 1958) --___- steehss | 13.81 
Benefits at present rates due to higher compensation base - - ei a ad cba +.71 
Increase in benefits by 10 percent--_-_-- is jacbaes +1. 84 
Elective reduced benefits to spouses and women sacs ees at age ie... <0 sai a +. 03 








estat +. 03 
Liberalization of work clause for disability annuit: ints__ c Slwhcst aiinbbnigdiain +. 02 
Taxes at rate of 12% percent on additional taxable compensation is —1.11 
Increase in schedule of taxes independent of OASDI rates eel ‘ Sa eG | —1.92 
Addition il taxes after 1964 dependent upon OASDI rates-_-_-_- 5 aavawacel —2. 81 
Actuarial deficiency under law after amendments (as of Dec. 31, 1958) -___- aes ex . 0 











1 Equivalent to 4.18 percent of payroll with a $350 limit on monthly compensation. 


In both instances, 
this is equivalent to $213 million a year. 





EFFECT OF AMENDMENTS TO THE RAILROAD UNEMPLOYMENT INSURANCE ACT 









The bill would increase benefit rates about 20 percent, provide extended 
duration of unemployment benefits for employees with 10 years or more of 
railroad service, increase temporarily the duration of unemployment benefits 
for other employees, eliminate the unemployment benefit waiting period and the 
Sunday and holiday disqualifications, and provide a maximum contribution rate 
of 3.5 percent on compensation up to $400 a month. If it should be enacted soon 
enough for the retroactive payments that would result to be made by June 30, 
benefit payments for the current fiscal year would be increased by $90 million 
to $105 million. This would make total benefits for 1958-59 range from $310 
to $355 million, and would create a deficit in the railroad unemployment insur- 
ance account by June 30, 1959, of $25 to $75 million. Furthermore, it appears 
that the maximum contribution rate of 34% percent of payroll contained in the 
bill would not be adequate, since it is estimated that the future cost of the 
program, if the bill is enacted, would be about 3% percent of payroll. Follow- 


ing is a detailed discussion of the effect of the bill on beneficiaries, benefits, 
and financing. 
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IMMEDIATE EFFECT ON BENEFICIARIES 


The immediate effect on beneficiaries of the proposals to amend the Railroad 
Unemployment Insurance Act may be illustrated by reference to the effect they 
would have had on payments for the 1957-58 benefit year. Each of the pro- 
posals is discussed in turn. 

Except for a few thousand beneficiaries with earnings under $500 who 
would no longer be qualified, the benefits of all beneficiaries would have been 
increased substantially. Also, many employees who would not have been paid 
benefits at all under the present law would have been eligible, mainly for 
relatively small amounts. 


Increase in qualifying earnings requirement 


In 1957-58, 4,300 (1.4 percent) of the unemployment beneficiaries and 600 
(0.4 percent) of the sickness beneficiaries had base-year earnings under $500 
and so would not have been qualified. However, no employee currently on the 
benefit rolls would be denied benefits in this benefit year by the proposed 
change; it would be effective with the 1958 base year and so would not affect 
benefit payments until July 1959. 


Benefit rates 


The 1957-58 beneficiaries with base-year earnings of $500 or more would, it 
is estimated, have been paid at an average daily benefit rate of $9.40 for un- 
employment and $9.74 for sickness (prior to adjustment for receipt of other 
social insurance benefits). For each type of benefit the average benefit rate 
would be about one-fifth larger than under the present law. The increase in 
benefit rates for those with rates determined under the proviso with respect to 
the daily rate of pay would obviously be this much generally, since 60 percent 
is one-fifth larger than 50 percent. The new schedule in the bill, as shown in 
the table below, would cause an increase of from 8 to 25 percent, depending on 
the compensation range. However, increasing the limit on creditable earnings 
would add to this by shifting many beneficiaries to a higher compensation 
group, with a consequent higher benefit rate. Thus, for some beneficiaries, par- 
ticularly in the higher compensation brackets, the total increase would be sub- 
stantially more than 20 percent, and the average increase for those paid sched- 
ule rates would be about one-fifth also. 

It is possible under the present law for a beneficiary who was fully employed 
in the base year to qualify for a benefit rate approaching 60 percent of his 
rate of pay. Similarily, under the bill it would be possible for some benefi- 
ciaries to be paid at benefit rates nearly 70 percent of the daily rate of pay. 
For example, an employee paid at a rate of $14 a day, if employed 5 days a week 
without overtime for 50 weeks, would earn $3,500. This would qualify him for 
a benefit rate of $9.50 under the schedule in the bill, or 68 percent of his daily 
rate of pay. With respect to maternity benefits, even higher percentages of 


the daily rate of pay would be payable because of the nature of the maternity 
benefit formula. 


Comparison of benefit rates in schedule under RUIA with proposed schedule 





i 


Daily benefit rate 
Range of base-year compensation 


Present Proposed 
RUIA schedule 


% 
s 


oooh 
— i he 
SERS 


BSSSSSSSSSSSSSE 


$1,600 to $1,899 
$1,900 to $1,999--- 
$2,000 to $2,199_ 
$2,200 to $2,499--- 
$2,500 to $2,799 
$2,800 to $2,999 
$3,000 to $3,099 
$3,100 to $3,499 
$3,500 to $3,999._...... alia sake cb ws Soni toto erhach ign ekanda wo ee toea neato 
$4,000 and over 


i nn 
$9 Se > SN 


QO DO NENT ENE SS SH Oe om 
ms 


SSSSSSSSSSSSSSES 








POCO OONNNS 
CHOW RWORUINWROROM 


Sos 





Norte.—Since the compensation ranges of the 2 schedules differ, it was necessary, for this comparison, to 
divide some rate groups into 2 parts. 
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Extended benefit periods 


It is estimated that, for 1957-58, extended benefit periods and early beginning 
dates of benefit years would have provided additional benefits to about 25,000 
railroad employees, averaging over $500 each. Furthermore, about 2,500 of the 
25,000 would have received additional sickness benefits, averaging nearly $200 
each. Payment of additional sickness benefits could occur because providing 
extended benefit periods or beginning benefit years early lengthens the benefit 
year and so provides increased opportunity for payment of sickness benefits for 
the year up to the maximum specified in the law. 


Eliminating waiting period for unemployment and the Sunday and holiday 
disqualifications 


These two provisions together, in 1957-58, would have increased by about $12 
million the unemployment benefits paid to about 250,000 beneficiaries who either 
did not exhaust benefit rights in that year, or would be entitled to extended 
benefit periods. In addition, thousands of employees who did not receive benefits 
in 1957-58 would have received small payments. In these cases the payments 
would have been made for claims with 5 to 7 days’ unemployment which otherwise 
would not be compensable. 

The removal of the Sunday and holiday disqualification provision in the law 
would increase the number of such claims because, for a man normally working 
a 5-day week, any day of unemployment in a workweek could be a compensable 
day. The wage contracts for nonoperating employees now provide payment for 
holidays. Nevertheless, in the course of a year there will be a large number of 
employees who will not get paid for one or more hoiidays for one reason or an- 
other; in such cases, because any days of unemployment over four would be 
compensable, benefits might be paid for the holiday. It is estimated that the 
number of additional beneficiaries resulting from the two provisions may be in 
the provision would be $15 to $18 million. 


Temporary extension of duration for employees with under 10 years’ service 


Additional benefits would have been paid to about 35,000 1957-58 beneficiaries 
with less than 10 years’ service who exhausted benefit rights for that year under 
the temporary provision extending their duration of benefits a maximum of 13 
weeks. Probably as many 1958-59 beneficiaries would also receive additional 
payments from this change. It is estimated that the total amount payable under 
the provision would be $15 to $18 million. 

Estimates of the additional benefits that would have resulted from the different 
provisions of the bill in 1957-58 are shown separately in the following table: 





Unemployment Sickness 


Provision 











Amount 





Percent 


oe 


Amount Percent 























en SE TUNING TI 8 ona inci itenaidcinesacnwbinn | $175, 723, 000 | 100. 0 $53, 253, 090 100. 0 
Savings due to $500 qualifying earnings-.________- ts 1, 632, 600 | 9 173, 000 
i incsapnseaitatatan A ioonbetinstcharclinsiaeeeiiiales 
Increases for qualified beneficiaries: 
1. Benefit rate schedule (including effect of $400 a | 
month maximum creditable earnings) - : 14, 892, 000 | 8.5 7, 902, 000 
2. 60 percent benefit rate proviso -- ..- 20, 413, 000 11.6 4, 314, 000 
3. Extended benefit periods and e: arly beginning of | 
benefit years_...__- 13, 450, 000 | 7.7 | 500, 000 | 
4. Elimination of waiting “pe sriods for unemploy- ie | | 
NOTE oo unasweuasecnidundbactescenstwEssecnnsey 8, 176, 000 Da eid pdesicaisaghnn Deine beta 
5. Removal of sec. 4(a-2)(iv).................---.- 3, 873, 000 | Oeics ce 
6. Temporary additional duration for employees | 
with under 10 years service. _........-...---.-- @) ve Fd > hasrrcnamees aous legends saver 
Net increase.__-.-- Eee icdbvessadtdeiccessees 59, 172, 000 33.7 12. 543, 000 | 









1 Net benefits payable for year, which differ slightly from published figures of actual amounts paid in 
the year. 


2 $15,000,000 to $18,000,000 in 1 year only; not included in totals, and percentage not shown, because not 
a cost factor for later years. 


IMMEDIATE EFFECT ON BENEFITS AND FINANCING 


The immediate effect of the bill on benefit payments in this fiscal year would be 
larger than shown in the preceding table because retroactive payments for 
extended benefit periods starting in the preceding benefit year and payments 
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under the provisions for temporary additional duration would be made in addi- 
tion to increases applying to current benefit year claims. Also, payments under 
the present law may be somewhat larger this year than in 1957-58. 


Additional benefits 


The most recent estimates indicate that payments under the present law for 
1958-59 will total between $220 million and $250 million. The bill, if enacted, 
would increase these payments by $90 million to $105 million, assuming that 
enactment would occur early enough for all the retroactive payments to be made 
by June 30, 1959. About $60 million of the increase would be additional benefits 
for unemployment or sickness which occurred before January 1, 1959. 


Effect on balance in the account 


Under the present law, it is expected that the balance in the railroad unem- 
ployment insurance account will be reduced to a figure between $20 million and 
$55 million by June 30, 1959. Income from contributions would be increased by 
no more than $10 million by that date, since collections would have been made 
by them for only the first quarter of calendar year 1959. Thus, the account 
would be depleted, with a deficit of $25 million to $75 million by June 30, 1959, 
and some provision for deficit financing would be necessary. 

The foregoing figures reflect what is considered the most probable range. 
If conditions next spring are considerably different from those assumed for the 
estimates, the deficit could be less than the low or more than the high estimate. 


Immediate cost to the railroads 


The bill would provide a maximum contribution rate of 3.5 percent and 
maximum taxable earnings of $400 a month, both of which would become 
effective on January 1, 1959. Under present law, which would not be changed, 
the effective rate for 1959 is based on the balance to the credit of the railroad 
unemployment insurance account at the close of business on September 30, 1958. 
Because that balance has already been determined and proclaimed by the Board 
to be less than $300 million, the amendment providing that the effective rate 
would be 3.5 percent when the balance is under $300 million would apply to 
cause the effective rate for 1959 to be 3.5 percent. The rate for 1959 is 3 percent 
under the unamended law. Thus, the increase in rate would be only one-half 
percent for compensation paid in calendar year 1959. As shown below in the 
section on future costs, it is doubtful that this would yield sufficient additional 
income to finance the additional benefits. The average increase in costs accru- 
ing for the railroads, as shown by the following table, would be over $40 million 
a year. 


Contributions at 344 per- 
| Total con- cent, with $400 limit on 
tributions at | taxable earnings 
Calendar year 3 percent for 
present law 
Increase over 
present law 





Note.—Figures are estimates of contributions that would be payable on compensation paid in these years. 


FUTURE COSTS 


There is no adequate statistical basis for estimates of the exact cost of the 
changes proposed by this bill. The cost would be greatly influenced by such 
unpredictable things as the frequency and extent of cyclical fluctuations in 
railroad traffic, international conflicts, and technological developments. It 
appears, however, that the future cost of the proposals would be somewhat 
larger, relatively, than the cost for 1957-58. The more important reasons for 
this are as follows: 

1. The cost of the extended benefit periods and of early beginning of 
benefit years would probably be larger than the estimate for 1957-58 indi- 
eates. Exhaustions in 1957-58 occurred later in the year than in most 
years, so the additional benefits in many cases would only replace payments 
made in following benefit year without increasing the total paid. The cost 
of this provision may be substantially higher this year, when exhaustions 
will occur earlier. 
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2. A substantial increase in daily benefit rates would probably be accom- 
panied by some increase in the frequency with which benefits are claimed. 
For example, the sickness beneficiary rates (number of beneficiaries per 100 
qualified employees) since the 1954 amendments are higher than those for 
earlier years. 

3. Increases in pay rates in the future will tend to increase benefits more 
than taxable payrolls, because the effect of the benefit-rate proviso is limited 
only by the $10.20 maximum, while the increase in taxable payroll will be 
limited by the $400 maximum on creditable compensation. Also, rising 
wage rates will make even less significant the savings in benefits that would 
result from the increase in the qualifying earnings requirement to $500. 

4. The cost of elimination of waiting periods for unemployment and re- 
thoval of the Sunday and holiday disqualification would have more effect, 
relatively, in years in which there is less unemployment, with shorter 
duration of benefits and relatively more. partial or intermittent unemploy- 
ment. 

According to the latest estimates that have been made, benefits under the 
present provisions of the Railroad Unemployment Insurance Act will average 
about $145 million over a period of years, $94 million for unemployment and 
$51 million for sickness, including maternity. The esimate of taxable payrolls 
is $5.1 billion a year. Including admiinstrative expenses, the total cost of the 
present program is estimated at 2.9 percent of the taxable payroll. 

For the proposais contained in the bill it appears reasonable, and in accord- 
ance with a desire for sound financing, to assume for the future an increase 
of a little more than two-fifths in the average amount of unemployment benefits 
and an increase of one-third in the amount of sickness benefits. This results 
in an average annual benefit cost for the future, if the bill should be enacted; 
of $202 million, of which $135 million would be for unemployment and $67 
million for sickness. At the same time, the $400 limit on creditable earnings 
would, it is estimated, increase the taxable payroll to $5.6 billion. Including 
an allowance of .2 percent of payroll for administration, and deducting .05 per- 
cent for interest on the balance in the account, the total cost of the program 
would then be about 3% percent of payroll. Costs for the present law and 
with the bill are summarized in the following table: 





| 
Item | Present law With proposed 
changes 








Average benefits, total $145, 000, 000 $202, 000, 000 
For unemployment 94, 000, 000 135, 000, 000 
For sickness sabe 51, 000, 000 7, 090, 000 
Taxable payroll. __- 5, 100, 000, 000 5, 600, 000. 000 
Benefits as percent of payroll 2.85 3.60 
Administration costs as percent of payroll 15 20 
Allowance for interest on balance in account (—)-- -| —.10 | —.05 





Net total cost as percent of payroll_-- 2.90 | 






These cost figures are, of course, only an approximation based on what appear 
to be reasonable interpretations of available data and on forecasts of the future 
of the railroad industry. With somewhat different assumptions, which may be 
just as reasonable, a variation of as much as one-fourth percent of payroll in 
either direction might be obtained. The figures can thus be interpreted as indi- 
cating that the cost of the benefit program under the Railroad Unemployment 
Insurance Act, if the bill is enacted, would be somewhere between 3% and 4 
percent of payroll. 


Financing 
The bill provides the following schedule of contribution rates: 


The contribution 
rate for the 


If the balance on September 30 in the railroad unemployment next calendar 
insurance account is— year shall be— 
a ARI AO I lcs i ales Nin ish Rica hat ty Shik ceil 1% percent 
$400 million, but less than $450 million_______.._________________ 2 percent 
$350 million, but less than $400 million-________________-________ 2% percent 
$300 million, but less than $350 million______________.---_.______ 3 percent 


a: RO ee CMINIIN sik «cine an 8d wg aenephone vane aaa seek kanoice 8% percent 
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The balance in the account on September 30, 1958, was $135 million. Thus, 
as stated, the maximum rate of 3144 percent would become effective in January 
1959. 

It appears, in view of the cost estimates, that the maximum rate of 3% 
percent provided by the bill would prove inadequate to finance the benefits. 
Also, as indicated in the discussion of immediate effects, the balance now in the 
account would not be sufficient to meet the immediate obligations that would 
be incurred. Furthermore, if some form of deficit financing is provided to meet 
the immediate obligations, it appears unlikely that money borrowed for this 
purpose could be repaid without some provision for a contribution rate higher 
than the 3% percent maximum in the bill. 


STATEMENT OF Mr. HABERMEYER 


The bill would increase the amounts of benefits under the Railroad Retire- 
ment Act by some 10 percent and benefits under the Railroad Unemployment 
Insurance Act by some 20 percent, and would provide more favorable eligibility 
conditions to possible beneficiaries under both acts. The added costs to the 
railroad retirement system would be met by the revenues to be produced by the 
increase in the taxable compensation base and in the tax rates under the Rail- 
road Retirement Tax Act provided for by the bill. The contribution base and 
rates under the Railroad Unemployment Insurance Act would be increased to 
provide for the additional costs to the unemployment insurance program. 

The increase in the tax base and rates under the Railroad Retirement Tax 
Act applicable to employees and employers alike would produce sufficient revenue 
to supply the added costs of the proposed increases and improvements and, for 
all practical purposes, would return the railroad retirement system to a sound 
financial basis by virtually removing the actuarial deficiency which now exists. 
This removal of the actuarial deficiency accords with the request made by the 
President of the United States when he signed S. 3616 (Public Law 1013, 84th 
Cong.) on August 7, 1956, providing an increase in benefits under the Railroad 
Retirement Act. According to the Board’s actuary, the railroad retirement 
system fails today of being soundly financed by, on a level basis, 4.18 percent 
of taxable payroll, or about $213 million a year; but enactment of the bill would 
reduce the deficit for the system to 0.6 percent of taxable payroll, or about 
$34 million a year, even after taking into account the resulting increased and 
improved benefits. This small deficit is on a projected, not actual, basis founded 
on suppositions which may or may not materialize. Therefore, I believe that the 
bill would, for all practical purposes, restore the system to a sound financial 
basis, and the estimated small deficit that would exist after the enactment of 
the bill does not cause me to be seriously disturbed. 

To supply the increased costs to the railroad unemployment insurance pro- 
gram which would be entailed by the bill, rate of contributions, paid exclusively 
by employers, would be increased from the present maximum of 3 percent of 
taxable payroll, up to a maximum of $350 a month per employee, to 3% percent 
of payroll, on a monthly maximum of $400 a month per employee, should the 
balance in the railroad unemployment insurance account be found to be below 
$300 million. The Board’s Director of Research has, however, in his cost 
analysis, indicated that the level cost would be almost 3%4 percent of taxable 
payroll, stating also as follows: 

“These cost figures are, of course, only an approximation based on what appear 
to be reasonable interpretations of available data, and on forecasts of the future 
of the railroad industry. With somewhat different assumptions, which may be 
just as reasonable, a variation of as much as one-fourth of 1 percent of payroll 
in either direction might be obtained. The figures can thus be interpreted as 
indicating that the cost of the benefit program under the Railroad Unemployment 
Insurance Act, if the bill is enacted, would be somewhere between 314 and 4 
percent of payroll.” 

Since the balance in the railroad unemployment insurance account is at a 
dangerously low level and our Director of Research calculates the costs of these 
provisions to be 3% percent, I, therefore, urge that if the bill receives favorable 
consideration, the maximum tax rate be established at 4 percent. 

The two factors which should determine the extent to which benefits are in- 
creased and otherwise made more favorable to beneficiaries are: (1) The reason- 
able requirements of the beneficiaries in the light of present economic conditions, 
and (2) the ability of the railroad industry to absorb the additional costs 
entailed thereby. These are matters which undoubtedly will be developed at 
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some length before your committee, by representatives of lubor and of manage- 
ment presenting information which should be of great assistance in your con- 
sideration of the bill. 

I hope that whatever action may be taken respecting taxes and to improve 
benefits will result in the railroad retirement system being placed on an essen- 
tially sound actuarial basis, and similarly that the increase in the contributions’ 
base and rate and the improvement of benefits will be such as not seriously to 
endanger the soundness of the unemployment insurance program. 


STATEMENT OF MR. HARPER 





The standard railway labor organizations, after many conferences and as the 
result of long and careful consideration, have determined that the provisions of 
this bill are, from the viewpoint of railroad employees, desirable, reasonable 
and, in fact, required to bring the railroad retirement and railroad unemployment 
insurance systems into reasonable relationship with the realities of present con- 
ditions, a conclusion in which I heartily concur. Also, it is the judgment of 
the standard railway labor organizations that the costs involved are not beyond 
the ability of the railroad industry to pay, to which I readily concur. The bill 
would provide an across-the-board increase in all benefits and would also provide 
suitable and appropriate eligibility conditions for railroad workers and their 
dependents. It would increase the tax rates and the compensation base to which 
the tax applies sufficiently, not only to cover the added costs of the proposed 
amendments but also to produce enough additional revenues to eliminate for 
all practical purposes the present estimate deficit in the financing of the railroad 
retirement system. In that connection, the following is quoted from the Board’s 
report: 

“Considering both additional outgo and additional income, the estimates indi- 
cate that the added revenues would exceed the added disbursements by about 
$5.6 billion taxable payroll. Since the actuarial deficiency for the present law, 
calculated as of December 31, 1958, is estimated at 3.81 percent of that payroll 
(adjusted from 4.18 of a $5.1 billion payroll), the enactment of the amendments 
would. leave the railroad retirement system with an actuarial deficiency of 0.60 
percent of payroll (3.81 minus 3.21) or about $34 million a year.” 

In short, the enactment of the bill would reduce the present estimated 3.81 
percent of payroll deficit to 0.60 percent. With only six-tenths of 1-percent deficit, 
the railroad retirement system can reasonably be regarded as financially sound. 
Thus, the bill not only would provide increases in benefits but would have the 
added virtue of, for all practical purposes, eliminating the present too large deficit. 

Similarly, the bill, if enacted, would provide desirable and obviously needed 
improvements in the railroad unemployment insurance system with appropriate 
provisions for producing funds needed to cover the costs thereof. The increase 
in the amount of unemployment benefits and the extension of the periods in which 
benefits are payable, in my opinion, fully justify the additional cost. As pointed 
out in the Board’s report, the costs would be greatly affected by such unpredictable 
things as the frequency and extent of cyclical fluctuations in railroad traffic, 
international conflicts, technological developments, etc. However, provisions 
for contributions to the fund on a sliding-scale basis afford a flexible method for 
realistically adjusting the fund to meet and conform to such fluctuations. While 
the Board’s cost estimates indicate that a maximum rate of 3% percent, instead 
of 3% percent, may be necessary to assure sufficient funds for the unemployment 
insurance account, the difference being only 0.25 of 1 percent, should not, in my 
opinion, weigh against the enactment of the bill. I am firmly convinced that the 
effect of the provisions contained in the bill would be, apart from other economic 
considerations, to stabilize employment and, therefore, actually to reduce the 
cost of the unemployment insurance system. Then too, if the economy continues 
to go forward, as it is now doing and is generally expected to continue to do, 
unemployment will fall and, of course, the cost will correspondingly decrease. 
For these and other reasons, I strongly urge prompt consideration and passage 
of the bill. 



































STATEMENT BY Mr. HEALY 


I again, respectfully, record my opposition to any further liberalization of 
benefits under the Railroad Retirement and Railroad Unemployment Insurance 
Acts and earnestly recommend an adverse report on S. 226 in its entirety. 
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There are only two truly comparable social insurance programs for the indus- 
trial workers of the Nation. According to the best estimates available, in January 
1959, there were 51 million employees in nonagricultural establishments; 44 
million, or 86 percent, were under social security coverage and less than 1 million, 
or about 2 percent, under the railroad retirement system. 

It is an acknowledged fact that the benefits under the railroad retirement 
system, although costlier, are far superior than obtainable under social security 
as the following comparative data prove conclusively : 


Social Railroad 
security retirement 


Number of benefits in current-payment on Jan. 1, 1959 
Number of beneficiaries per 100 employees at work 


Average benefits in current-payment status on Jan. 1, 1959: 
oer and disability 
Spouse: 51. 60 
Average Soudan to be awarded in 1959: 
Retirement and disability k 126. 90 
Spouses 4 50. 60 
Insurance lump sums ' 510. 00 
Residual payment None 1, 700. 00 


And, without any changes in the present law, railroad workers can look 
forward, as time moves onward, to even wider spreads as earnings and service 
bring both groups to the following maximums: 


| 


| 

Social | Railroad 
security | retirement 

1} 

Annet disability: 1} ae lump sum— 

anuary 1959 $185. 60 || ontinued. | | 

January 1969 aT 5. H January 1979_- 255 | $865. 30 

January 1979 : '| Residual payments: | 
Insurance lump sum: | January 1959 N 4, 653. 00 
January 1959 , | > | faumnat a | N | 7, 593. 00 


security retirement 


| Social | Baltroad 


The railroad retirement system has many other advantages. To illustrate: 

An age annuitant may also receive, if entitled thereto, benefits under the 
social security program, without any reduction in his railroad retirement check. 
There are around 60,000 such individuals presently doing so, and that number 
is increasing constantly. In point of fact, a recent study revealed that 72 percent 
of the 1,628,000 employees for whom railroad service was reported in 1956, had 
accumulated some social security credits. Of these, 405,000, or 25 percent, had 
dual coverage in that year alone and of that number 82,000 received credit for 
12 months of railroad service, which is indicative of the amount of secondary 
job holding among regularly employed railroad workers. 

Also, while the relatively small minority of railroad employees in the total 
population of industrial workers has the privilege of a separate retirement and 
survivor program, its members also enjoy certain rights under the social security 
minimum guarantee provision of the Railroad Retirement Act. Because of the 
1958 amendments to the act, some 30,000 retired railroad employees, 90,000 wives, 
and 160,000 widows, children, and aged parents received increases of about 7 per- 
cent, generally, in their annuities under the Railroad Retirement Act, effective 
in January 1959. As a matter of fact, these increases for spouses are even 
higher, ranging from 10 percent now to 17 percent a year hence. S. 226 proposes 
to add another 10 percent to that increase. 

S. 226 proposes to increase the taxes on railroad workers from $21.88 per 
month to $27 in 1959-61, $29 in 1962-64, $32 in 1965, $34 in 1966-68, $36 in 1969, 
and thereafter, with no assurance, as experience has shown, that there will be 
no further increases in the interim. I would venture the opinion that when the 
tax assessment against the employee was raised, January 1, 1952, it was not then 
pp that further increases would be necessary ; at least, in such a short space 
of time. 
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The industry's share of the proposed additional taxes for retirement purposes 
would be $57 million per year in 1959-61, $87 million per year in 1962-64, increas- 
ing steadily to around $185 million in 1969. 

These proposals to saddle additional taxes upon currently active employees 
(who have been carrying the burden of the cost of benefits to those who retired 
without contributing commensurately to the system) upon future entrants and 
upon an industry that is struggling to recapture its losses and keep as many 
employees as possible on the payroll is, in my opinion, ill timed and ill advised. 

It may interest the committee to know that a study made covering annuitants 
on the rolls as of December 31, 1955, who retired at age 65 and over, and who 
had some railroad service after 1936, contributed $240 million in employee-tax 
contributionsvand had then already received benefits totaling $1,470 million—a 
ratio of $6 to $1; furthermore, when the value of future benefits were included, 
their ratio of benefits to contributions was almost 12 to 1. 

The 1951 amendments to the Railroad Retirement Act increased annuities by 
15 percent and provided, for the first time, annuities to wives of railroad em- 
ployees ; the 1954 amendments permitted annuitants to receive full benefits even 
when simultaneously entitled to social security benefits; the 1955 amendments 
increased the wife’s maximum from $40 to $54.30, because of changes in the Social 
Security Act and that maximum was further increased through the social security 
amendments of 1958; the 1956 amendments to the Railroad Retirement Act 
increased benefits, generally, 10 percent. These amendments have increased 
benefit payments since 1951 by $278 million. 


In the vital statistics between 1951 and today is the following incongruous 
situation : 











Railroad retirement system 


1951 1958 


Number of retirement and survivor beneficiaries as of June 30____- : : 407, 871 710, 403 
Total benefit payments fiscal year ending June 30 . ...--| $317, 101,022 | $721, 428, 368 
Administrative expenses fiscal year ending June 30 ae Pee Te 1, 739, 693 | 8, 433, 070 






Class I railroads of the United States 






Revenue freight car loadings : Sse 2 Hes hchrs: Wek 40, 499, 182 30, 206, 494 
Revenue passengers carried ss ci ciara ts iain criti tani gigih hE nn ke 
Average number of employees : : en aa eh ee 1, 276, 000 | 1 841, 000 


i 






















' Estimated. 





In lieu of the proposals in S. 226, I earnestly recommend that a moratorium 
be declared against any further increases in benefits under the Railroad Re- 
tirement Act, at least, until such time as the help given the industry and its 
own efforts to improve its position and stabilize railroad employment can be 
properly evaluated by both management and currently active employees. 

I am, as firmly, opposed to those proposals in 8.226 to further enlarge or 
extend the already overgenerous benefits under the Railroad Unemployment 
Insurance Act, adding $40 million in 1959 and by 1962, $43 million per year to 
the present tax assessment against the industry. 

The average daily benefit rate for unemployment, paced by the growth in 
rates of pay, plus amendments in 1952 and 1954, rose from $3.55 in fiscal 1951-52 
to $7.80 last year and is currently in excess of $8. This bill proposes to further 
increase these benefit rates from 8 to 25 percent with a general advance of 20 
percent. 

It also proposes, significantly, to retroactively extend benefits to employees 
who exhausted their rights although the opportunity to do so was rejected when 
the program for all other workers was adopted in the last session of the Con- 
gress. The cost of this particular proposal is estimated between $15 and $18 
million. Under the present law railroad employees can, and do, draw unem- 
ployment benefits in more than one year. Actually, 164,000 of the 229,000 rail- 
road employees who drew unemployment benefits between July and December 
1958 were also beneficiaries in the fiscal year ending June 30, 1958. 





























AMENDING THE RAILROAD RETIREMENT ACT OF 1937 21 


A recent study by Board technicians revealed that of the 1,445,000 unemploy- 
ment insurance beneficiaries in the 18-year period ending June 30, 1957, over 
354,000 drew benefits in 2 years; 170,000 in 3 years; 90,000 in 4 years, and 30,000 
in aS many as 8 or more years. 

The Railroad Unemployment Insurance Act needs reappraisal and not liberal- 
ization, for certainly there can be no fairness or equity in the requirements 
that compelled the industry, over the past decade, to pay out in unemployment 
benefits $90,466,000 to employees who are discharged or suspended for just 
causes, or who voluntarily quit their jobs ; $15,656,000 to employees participating 
in strikes against the industry and to other employees affected by such work 
stoppages, when the Federal-State systems, covering the vast majority of the 
Nation’s industrial workers, consider voluntary separations, discharges for mis- 
conduct, and labor disputes as major reasons for the disqualification of claim- 
ants for unemployment insurance benefits. 

In the last fiseal year, 10,200 railroad employees who were discharged or sus- 
pended for just causes, drew $6 million in unemployment benefits under the Rail- 
road Unemployment Insurance Act. Let’s look at some of the reasons for these 
discharges and suspensions and the amount of benefits paid to such employees: 
863 drew $556,400 for being intoxicated on or when reporting for duty; 930 drew 
$422,630 for violations of operating rules; 316 drew $145,600 for responsibility 
for accidents ; 1,028 drew $677,300 for being absent without leave, failure to pro- 
tect assignments, etc. ; 808 drew $511,095 for misconduct, insubordination, negli- 
gence ; 371 drew $245,895 for dishonesty and police records ; and 612 drew $417,560 
for nonpayment of union dues. 

I was accorded the privilege just recently of reading a communication addressed 
to a Member of this Congress from an employee who was discharged by a rail- 
road in which, among other things, that employee stated that “the brotherhood 
officials have refused to help me.’”’ Nevertheless, under the law, the Railroad Re- 
tirement Board was required to pay that discharged employee over $2,000 in un- 
employment-insurance benefits. And, incidentally, he collected for 52 straight 
weeks. 

Some 13,100 railroad employees who voluntarily quit during the last fiscal year 
collected $8,196,000 in unemployment benefits, although the only valid reason I 
know for voluntarily quitting a job is to accept a better one, and even then the 
Railroad Unemployment Insurance Act is unduly liberal. To illustrate: 

A veteran employee with over 30 years of service voluntarily quit on July 31, 
1956, to enter the real estate field. The alluring promises did not materialize, so 
that employee on January 11, 1957, applied for benefits under the Railroad Un- 
employment Insurance Act and collected $1,105. Since the employee worked in 
the first half of 1956, additional benefits were claimed and paid under the Rail- 
road Unemployment Insurance Act beginning July 1, 1957. 

Are any of these persons truly entitled to extended and retroactive benefits or 
to any benefits whatever ? 

And so far as I can determine, no other industry is required by law to subsi- 
dize its employees for hampering or halting its production or services. 

In the 11 years ending June 30, 1958, over 800,000 railroad employees drew sick- 
ness benefits aggregating $402 million, and 30,000 drew maternity benefits totaling 
$31 million under the Railroad Unemployment Insurance Act. 

Only 4 States provide sickness benefits, and in 2 of those the cost is borne 
entirely by employees, yet the railroad industry is, through taxation, required to 
shoulder the entire burden for its employees throughout the Nation. 

Only one State provides maternity benefits and, in my last appearance before 
this committee, I cited a classic example of the generosity of the Railroad Un- 
employment Insurance Act in an actual case. 

Let me give to you, please, another example: 

A female employee resigning from railroad service, after having been employed 
for 8 months—September 1955 to May 1956—received maternity benefits under 
the Railroad Unemployment Insurance Act in connection with the births of two 
children, one born 10 months after her resignation and the other a year later. 
Benefits in each case amounted to $975. 

Here is how that was, and could be done: 

She resigned in May 1956. ‘The first child was born in March 1957 and the 
second in March 1958. Her first maternity period began in the benefit year be 
ginning July 1, 1956, for which the base period was the calendar year 1955. The 
second maternity period began in the benefit year starting July 1, 1957, for 
which the calendar year 1956 was the base year. 

























29 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 






While employed her daily rate of compensation was $15. Her total earnings 
for the 8 months of actual employment was approximately $2,500 on the basis 
of which she collected an additional $1,950 in maternity benefits. 

The Railroad Retirement and Social Security Acts provide immediate an- 
nuities to retiring workers entitled thereto but it is permissible, under the Rail- 
road Unemployment Insurance Act for a railroad worker to defer the effective 
date of his retirement, and in the interim, draw unemployment or sickness benefit. 
These practices are costing the railroad industry around $12 million per year. 

Furthermore, benefit rights are never reduced or canceled in cases of fraud 
under the Railroad Unemployment Insurance Act as they frequently are under 
the Federal-State system. 

In the fiscal year ending June 30, 1958, field offices of the Board made 9,125 
spot checks on unemployment insurance beneficiaries for possible employment 
on days claimed as idle and in 2,070, or 22 percent of the cases, found this to be 
true. 

I sincerely believe that the removal of these inequities from the Railroad Un- 
employment Insurance Act will deprive no one of just benefits, and will definitely 
be in the interest of the industry, its employees, and the public welfare. 


Because of the special request for an immediate report on the bill, this report 
has not been cleared with the Bureau of the Budget. We are, however, for- 
warding to the Bureau today a copy of the report and we will inform the com- 
mittee promptly of any comments by the Bureau. 

By direction of the Board: 


Mary B. LINKINs, 
Secretary of the Board. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D.C., February 25, 1959. 
Hon. Lister HI, 
Chairman, Committee on Labor and Public Welfare, U.S. Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: This will acknowledge your letter of January 21, 
1959, requesting the views of the Bureau of the Budget on S. 226, to amend 
the Railroad Retirement Act of 1937, the Railroad Retirement Tax Act, and 
the Railroad Unemployment Insurance Act, so as to provide increases in benefits, 
and for other purposes. 

This bill would liberalize and increase the retirement, survivor, and unemploy- 
ment and sickness benefits, and provide for extended unemployment benefits. 
It would increase railroad retirement taxes and ultimately increase the employer 
contributions to the railroad unemployment insurance account. Also, the bill 
would increase the wage base from $350 to $400 a month (from $4,200 to $4,800 
annually). This latter increase is in line with the 1958 amendments to the 
Federal old-age survivors and disability insurance system and was recommended 
by the President in his 1960 budget message. 

In the retirement system, the benefit rates would be raised by 10 percent 
and other substantial liberalizations would be made at a total level premium 
cost of 2.63 percent of payroll according to the Board’s estimate. 

The railroad retirement system is at present confronted with an actuarial 
deficiency of 4.18 percent of payroll. Both your committee and the administra- 
tion recognize that this serious deficiency must be remedied if the system is 
to be maintained on a sound reserve basis. Under this bill the additional revenues 
which would be provided for the railroad retirement system through increases 
in the tax rate and a higher wage base would offset the increase in benefit 
outlays and would reduce the actuarial deficit to a 0.60 percent of payroll 
according to actuaries of the Railroad Retirement Board. On the basis of their 
estimates, this would go far toward making the railroad retirement system 
self-financed. 

The estimated reduction in the actuarial deficiency from 4.18 to 0.60 percent, 
however, is based upon many assumptions including several which could turn 
out to be optimistic. First, the Board’s actuaries estimate that as a result 
of the financial interchange with the old-age and survivors insurance trust 
fund, the railroad retirement system cost will be reduced by 1.12 percent of 
payroll. The actuaries of the Social Security Administration believe that this 
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estimate is high and that probably no net reductions will accrue to the railroad 
retirement system. Second, the estimate assumes a level annual taxable wage 
base of $5.6 billion. Actual payrolls have been below this level. In 1957, they 
were $4.6 billion and in 1958, $4.1 billion. Therefore, there is reasonable doubt 
that the 5.6 billion wage base will be realized. We believe that these are points 
on which the committee might wish to develop further information. 

Aside from the above comments concerning financing of the system, two of 
the bill’s retirement provisions pose problems : 

(1) Under the existing law an individual cannot receive disability benefits 
for any month in which he is paid more than $100 in earnings. Under the bill 
this would be modified so that the disability benefit would be denied for any 
month in which earnings exceed $100 only if his annual earnings exceed $1,200. 
This proposed annual earnings criterion would seriously weaken the existing 
test for determining whether disability continues to exist. Under the proposed 
bill an individual could earn $300 a month for 4 months (which raises a serious 
question as to his continued disability) and still draw his monthly disability 
benefits for the entire year. Under existing law his benefits would be withheld 
for these 4 months. While this annual criterion is found in the old-age and 
survivors insurance program, it is not applicable to the disability benefits part 
of that program. Moreover, inasmuch as the railroad program provides benefits 
under considerably less stringent conditions in occupational disability cases, it 
would appear most undesirable to weaken the disability test by liberalizing the 
earnings provisions. 

(2) The existing law provides that annuities be based upon either the rail- 
road formula or the old-age and survivors insurance formula, whichever yields 
the higher amount. This particularly affects survivor cases, two-thirds of which 
now draw benefits under the old-age and survivors insurance formula. These 
bills would provide a 10 percent increase in annuities determined under the old- 
age and survivors insurance formula as well as a 10 percent increase in annui- 
ties determined under the railroad formula. As the use of the old-age and 
survivors insurance formula is designed to assure that railroad benefits will not 
be lower than social security benefits, it is questionable that the benefit result- 
ing from the OASI formula (which were recently increased by 7 percent) 
should be increased when applied to railroad cases. 

Also, proposed amendments to the Railroad Unemployment Insurance Act 
raise important questions: 

(1) The duration of unemployment benefits would be extended from the pres- 
ent 26 weeks to 39 weeks for employees with 10-15 years of service and to 52 
weeks for employees having 15 years or more service. The present maximum 
daily limit on unemployment benefits would be increased from $8.50 to $10.20 
with corresponding increases in the relationship to gross pay from 60 percent 
to 70 percent. 

The President has urged the States to improve the duration and amounts of 
benefits paid under the States’ unemployment compensation programs. His 
1959 Economic Report states: “Benefits should be raised so that the majority 
of covered workers will be eligible for payments equal to at least half of their 
regular earnings: and the maximum duration of benefits should be lengthened 
to 26 weeks for any person who qualified for any benefits and who remains un- 
employed that long.” The existing provisions of the Railroad Unemployment 
Insurance Act meet the above criterion. The proposed increases should receive 
the most careful scrutiny, since they involve broad questions of social policy. 

In addition to the fundamental question of relationship to the basic unemploy- 
ment insurance system which needs thorough consideration, the proposed ex- 
tended weekly benefits could impair incentives to move into other lines of work. 
This would seem to be an undesirable consequence in view of the fluctuating 
railroad employment situation. Similar impairment might result from the pro- 
posed benefits inasmuch as the level of compensation could, in many cases 
substantially in excess of 70 percent when related to take-home pay. These 
proposed liberalizations on unemployment insurance are estimated by the Rail- 
road Retirement Board to account for a significant part of the increased cost 
and the required increased employer contributions rate. It also appears likely, 
that the maximum tax rate of 3% percent specified in this bill, will fall short 
of covering the cost of these benefits. 

(2) The bill would virtually eliminate any waiting period for unemployment 
benefits. An individual would be entitled to benefits even though he was out of 
work for only 1 day. Experience has shown that there are significant reasons 
for a waiting period. It is not necessary to compensate every small case of wage 
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loss which is often attendant upon normal and smooth adjustments between 
labor demand and supply. Few eligible workers lack sufficient funds to tide 
them over for a few days of unemployment. In addition, the waiting period 
minimizes administrative costs involved in processing and paying very small 
claims, and serves to conserve the fund so that it can be used for benefit payments 
for more significant unemployment risks. 

(3) Unemployment compensation benefits are designed to offset current loss 
of income due to unemployment, not to reimburse for prior losses. This prin- 
ciple is violated by the proposed temporary extended benefits, which would pro- 
vide benefits in the future to an individual who had days of unemployment be- 
tween June 19, 1958, and April 1, 1959. The principle is again violated by pro- 
visions of the bill which would make all proposed benefit increases retroactive 
to June 30, 1958. 

The above provisions, in our opinion, should receive the most careful scrutiny 
because they involve serious questions of social policy and possible precedents 
for other programs. The additional costs of these benefits should also be con- 
sidered in relation to the pressing problem of assuring a sound financial base for 
existing benefits. 

Altogether, the proposed benefit liberalizations, when added to the needed 
steps which these bills take toward elimination of the present serious financial 
deficiency in the railroad retirement system would entail a substantial in- 
crease in railroad retirement and railroad unemployment taxes. The immedi- 
ate effect of these bills would be to raise the railroad retirement rate to 13% 
percent and the unemployment rate to 314 percent, or a combined total of 17 
percent of covered payroll— 6% percent on workers and 10% percent on the 
carriers. By 1969, the railroad retirement tax rate would rise to 18 percent, 
thus leading to a combined total of 21% percent of covered payroll—9 percent 
on employees and 1214 percent on the employers. These rates would compare 
with the present railroad tax rate of 124% percent and unemployment rate of 
3 percent a combined total of 15144 percent—6%4 percent on workers and 914 per- 
cent on the carriers. The desirability and feasibility of the proposed substan- 
tial liberalization in benefits for railroad workers in this industry at these pay- 
roll tax rates must, of course, be judged in terms of the industry’s long-term pros- 
pects and its competitive position with other forms of transportation. The 
sharp tax increase necessary to pay for the liberalizations over the next decade 
would present a grave problem for the railroad industry—an industry which is 
already receiving emergency financial aid from the Government under legisla- 
tion enacted in the 85th Congress. 

The impact on the employees would also be substantial and has led to legisla- 
tion being introduced to obtain exemptions of employees’ contributions from 
Federal income-tax provisions. In the 1960 budget message, the President op- 
posed changing the status of such contributions for Federal income tax purposes. 

In summary, enactment of legislation to place the railroad retirement system 
on a sound and fully self-financing basis and to increase the level of wages cov- 
ered under the system was recommended by this administration. While S. 226 
would make a useful contribution in this direction, it incorporates substantive 
provisions affecting both railroad retirement and railroad unemployment bene- 
fits which we believe are questionable. The proposed liberalizations would also 
create a financial problem in the railroad unemployment programs. Accord- 


ingly, the Bureau of the Budget would strongly recommend against enactment 
of S. 226 in its present form. 
Sincerely yours, 











































































































PHILLIP 8. HUGHEs, 
Assistant Director for Legislative Reference. 








[S. 280, 86th Cong., 1st Sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to provide that benefits payable 
under such Act or the Railroad Retirement Act of 1935 shall not be considered as 
income in determining eligibility of veterans for non-service-connected disability pensions 











Be it enacted by the Senate and House of Representatives of the United, States 
of America in Congress assembled, That section 20 of the Railroad Retirement 
Act of 1937 is amended (1) by inserting “(a)” immediately after “Src. 20”, and 
(2) by adding at the end thereof the following: 
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“(b) Pensions and annuities under this Act or the Railroad Retirement Act 
of 1935 shall not be considered as income for the purposes of section 422 of the 
Veterans’ Benefits Act of 1957.” 






RAILROAD RETIREMENT BOArp, 
Chicago, Ill., February 3, 1959. 



































Hon. LisTER HILL, 
Chairman, Committee on Labor and Public Welfare, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR HILL: This is a report on the bill S. 280 which was introduced 
in the Senate by you on January 14, 1959, and which was referred to-your com- 
mittee for consideration. 

The bill would amend the Railroad Retirement Act of 1937 to provide that 
pensions and annuities under this act would not be considered as “income” for 
purposes of the “income limitations” prescribed by section 422 of the Veterans’ 
Benefits Act of 1957, under which non-service-connected disability pensions are 
not paid to “any unmarried veteran whose annual income exceeds $1,400, or to 
any married veteran or any veteran with children whose annual income exceeds 

2,700.” 

. Enactment of the bill would make the present provision of section 20 of the 
Railroad Retirement Act almost wholly nugatory. This section, added to the 
Railroad Retirement Act by Public Law 746, 83d Congress, 2d session, 1954, 
permits any person to waive an annuity or pension to which he is entitled under 
that act, with the main purpose of this provision being to enable the annuitant 
or pensioner, by so waiving, to come within the income limitations specified 
in the veterans’ laws and thereby qualify for a veteran’s non-service-connected 
disability pension. There would, of course, be no need or purpose for any such 
waiver if the bill S. 280 is enacted. 

The elimination of such waivers would cost the railroad retirement system a 
relatively small amount each year, but from an actuarial point of view this ad- 
ditional cost would be negligible. 

Otherwise, enactment of the bill would not affect administration of the Rail- 
road Retirement Act or increase the benefits payable thereunder. 

Since the only effect of enactment of the bill would be the incidental one 
of eliminating the waivers referred to above, apart from the small cost to the 
system of this elimination, the Railroad Retirement Board takes no position 
with respect ot the proposal. 

We understand that hearings on bills to amend the Railroad Retirement Act 
have been set for February 9, 1959; accordingly, this report is submitted with- 
out prior clearance with the Bureau of the Budget. A copy of the report is 
being forwarded to the Bureau of the Budget today and you will be informed 
of the views of that Bureau as soon as they are received. 

Sincerely yours, 







Howarp W. HABERMEYER, Chairman. 


[S. 875, 86th Cong., Ist Sess. ] 













A BILL To amend the Railroad Retirement Act of 1937 to permit women to receive 
reduced benefits thereunder at age sixty-two 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 2(a)3 of the Railroad 
Retirement Act of 1987 is amended to read as follows: 

“3. Individuals who will have attained the age of sixty and will have completed 
thirty years of service or, in the case of women, who will have attained the age of 
sixty-two and will have completed less than thirty years of service, but the 
annuity of such individual shall be reduced by one one-hundred-and-eightieth for 
each calendar month that he or she is under age sixty-five when the annuity 
begins to accrue.” 

(b) Section 2 (g) of such Act is amended by inserting after “wife under age 
65” the following: “(other than a wife who is receiving such annuity by reason 
of an election under subsection (h))”. 


(ec) Section 2 of such Act is further amended by adding at the end thereof the 
following new subsection : 
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“(h) A wife who would be entitled to an annuity under subsection (e) if she 
had attained the age of 65 may elect upon or after attaining the age of 62 to 
receive such annuity, but the annuity in any such case shall be reduced by one 
one-hundred-and-eightieth for each calendar month that she is under age 65 when 
the annuity begins to accrue.” 

(d) Section 3(e) of such Act is amended by inserting after “age sixty-five,” 
the following: “women entitled to spouse’s annuities pursuant to elections made 
under subsection (h) of section 2 to be entitled to wife’s insurance benefits 
determined under section 202 (q) of the Social Security Act,”. 

Sec. 2. The amendments made by the first section of this Act shall be effective 
only with respect to annuities accruing for months after June 1959. 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., February 9, 1959. 





Hon. LisTer HILL, 
Chairman, Committee on Labor and Public Welfare, 
Washington, D.C. 


DEAR SENATOR HitL:You have requested a report from the Railroad Retire- 
ment Board on the bill S. 875 which was introduced by Senator Langer on Febru- 
ary 2, 1959, and referred to your committee. 

Section 1 of the bill S. 875 would amend the Railroad Retirement Act to pro- 
vide reduced retirement annuities for women without 30 years of service upon 
election, and for reduced spouses’ annuities to women at age 62 upon election, 
with the reduction in both instances to be by one one-hundred-and-eightieth for 
each calendar month that the annuitant is under age 65 when the annuity begins 
to accrue. 

Section 2 of the bill S. 875 provides for the proposed amendment to be effective 
with respect to annuities after June 1959. 

The Board is opposed to the enactment of the bill for the following reasons: 

1. The bill, if enacted, would increase the cost of the railroad retirement 
system by about 0.08 percent of payroll, or $1.5 million a year. 

2. The bill makes no provision for financing the additional cost which 
its enactment would entail. 

3. The railroad retirement system cannot absorb the added cost because 

a recent actuarial estimate shows that the net level cost of benefits under the 
act is 16.68 percent of taxable payroll. Since the actual tax rate is only 
12.50 percent, the present benefit structure already involves an actuarial 
deficiency of 4.18 percent of payroll which is equivalent to about $213 million 
a year on a level basis. 

4. The effect of the enactment of the bill would be to increase the deficiency 
to about 4.20 percent of payroll or $215 million a year. 

The Board, accordingly, recommends that no favorable consideration be given 
to this bill. 

Because of the special request for an immediate report on the bill, this report 
has not been cleared with the Bureau of the Budget. We are, however, forward- 
ing to the Bureau today a copy of the report and we will inform the committee 
promptly of any comments by the Bureau. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 


[S. 987, 86th Cong., 1st Sess.] 


A BILL To amend the Railroad Retirement Act of 1937, the Railroad Unemployment Insur- 
ance Act, the Internal Revenue Code, the Social Security Act, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


PART I—AMENDMENTS TO THE RAILROAD RETIREMENT ACT OF 1937 


SEcTION 1. (a) Section 3(a) of the Railroad Retirement Act of 1987 is 
amended (1) by striking out “3.04”, “2.28”, and “1.52” and inserting in lieu 
thereof “3.19”, ‘‘2.39”, and “1.60”, respectively; and (2) by striking out ‘‘$200” 
and inserting in lieu thereof “$250”. 
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(b) Section 3(c) of such Act is amended by inserting after “or in excess of 
$350 for any month after June 30, 1954,” the following: “and before July 1, 
1959, or in excess of $400 for any month after June 30, 1959,”’. 

(c) Section 3(e) of such Act is amended by striking out “$4.55” and “$75.90” 
and inserting in lieu thereof “$4.78” and “$79.70”, respectively. 

Sec. 2. (a) Section 5(f)(2) of the Railroad Retirement Act of 19387 is 
amended by striking out “and 7 per centum of his or her compensation after 
December 31, 1946 (exclusive in both cases of compensation in excess of $300 
for any month before July 1, 1954, and in the latter case in excess of $350 for 
any month after June 30, 1954),” and by inserting in lieu thereof the following: 
“plus 7 per centum of his or her compensation paid after December 31, 1946, 
and before July 1, 1959, plus 744 per centum of his or her compensation paid 
after June 30, 1959 (exclusive of compensation in excess of $300 for any month 
before July 1, 1954, and in excess of $350 for any month after June 30, 1954, 
and before July 1, 1959, and in excess of $400 for any month after June 30, 
1959) ,”. 

(b) Section 5(h) of such Act is amended by striking out “$33”, “$176”, and 
“$15.40” wherever they appear and inserting in lieu thereof “$34.65”, “$184.80”, 
and “$16.17”, respectively. 

(c) Clause (A)(i) of section 5(1)(9) of such Act is amended by striking 
out the word “and” appearing after “July 1, 1954,” and by inserting after 
“June 30, 1954,” the following: “‘and before July 1, 1959, and any excess over 
$400 for any calendar month after June 30, 1959,”. 

(d) Clause (A) (ii) of section 5(1) (9) of such Act is amended (1) by insert- 
ing “and before 1960” after “1954” where it first appears; (2) by inserting 
after ‘$4,200 where it first appears the following: “, or for any calendar 
year after 1959 is less than $4,800,”; (3) by striking out “$350” and inserting 
in lieu thereof “$400”; and (+4) by striking out “and $4,200 for years after 
1954, by’ and inserting in lieu thereof the following: “, $4,200 for years after 
1954 and before 1960, and $4,800 for years after 1959, by”’. : 

(e) Section 5(1)(10) of such Act is amended by striking out “44”, “11”, 
“$350”, “$15.40”, “$36.66”, “$27.50”, and “$14.66” wherever they appear and 
inserting in lieu thereof “46”, “11.6”, “$400”, “$16.17, “$38.49”, “$28.88”, and 
“$15.39”, respectively. 

Sec. 3. All pensions under section 6 of the Railroad Retirement Act of 1937, 
all joint and survivor annuities and survivor annuities deriving from joint and 
survivor annuities under that Act awarded before July 1, 1959, and all annuities 
under the Railroad Retirement Act of 1935, are increased by 5 per centum. 

Sec. 4. (a) The amendments made by subsections (a) and (c) of section 1, 
and By subsection (b) of section 2 shall be effective only with respect to annuities 
(not including annuities to which section 3 applies) accruing for months after 
‘June 1959. The amendment made by subsection (a) of section 2 shall be 
effective only with respect to lump-sum payments (under section 5(f)(2) of 
the Railroad Retirement Act of 1937) in the case of deaths occurring after June 
1959. The amendments made by subsection (e) of section 2 shall be effective 
only with respect to annuities accruing for months after June 1959 and lump-sum 
payments (under section 5(f)(1) of the Railroad Retirement Act of 1937) in 
the case of deaths occurring after June 1959. Section 3 shall be effective only 
with respect to pensions due in calendar months after July 1959 and annuities 
accruing for months after June 1959. 

(b) All recertifications required by reason of the amendments made by this 
part shall be made by the Railroad Retirement Board without application 
therefor. 


PART II—AMENDMENTS TO THE INTERNAL REVENUE CODE 


Sec. 201. (a) Section 3201 of the Railroad Retirement Tax Act is amended 
by striking out “614”, “December 1, 1054”, and “$350” and inserting in lieu 
thereof “634”, “June 30, 1959”, and “$400”, respectively. 

(b) Section 3202(a) of the Railroad Retirement Tax is amended (1) by 
striking out “after December 31, 1954” wherever it appears and inserting in 
lieu thereof “after June 30, 1959"; (2) by striking out “$350” wherever it 
appears and inserting in lieu thereof “$400”; (3) by striking out “after 1954” 
and inserting in lieu thereof “after June 1959.” 

(c) Section 3211 of the Railroad Retirement Tax Act is amended by striking 
out “1214”, “December 31, 1954’, and “$350” and inserting in lieu thereof “1314”, 
“June 30, 1959”, and “$400”, respectively. 
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“(h) A wife who would be entitled to an annuity under subsection (e) if she 
had attained the age of 65 may elect upon or after attaining the age of 62 to 
receive such annuity, but the annuity in any such case shall be reduced by one 
one-hundred-and-eightieth for each calendar month that she is under age 65 when 
the annuity begins to accrue.” 

(d) Section 3(e) of such Act is amended by inserting after ‘age sixty-five,” 
the following: ‘“‘women entitled to spouse’s annuities pursuant to elections made 
under subsection (h) of section 2 to be entitled to wife’s insurance benefits 
determined under section 202 (q) of the Social Security Act,”. 

Sec. 2. The amendments made by the first section of this Act shall be effective 
only with respect to annuities accruing for months after June 1959. 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., February 9, 1959. 
Hon. LisTer HILL, 
Chairman, Committee on Labor and Public Welfare, 
Washington, D.C. 


DeaR Senator Hi~L:You have requested a report from the Railroad Retire- 
ment Board on the bill S. 875 which was introduced by Senator Langer on Febru- 
ary 2, 1959, and referred to your committee. 

Section 1 of the bill S. 875 would amend the Railroad Retirement Act to pro- 
vide reduced retirement annuities for women without 30 years of service upon 
election, and for reduced spouses’ annuities to women at age 62 upon election, 
with the reduction in both instances to be by one one-hundred-and-eightieth for 
each calendar month that the annuitant is under age 65 when the annuity begins 
to accrue. 

Section 2 of the bill S. 875 provides for the proposed amendment to be effective 
with respect to annuities after June 1959. 

The Board is opposed to the enactment of the bill for the following reasons: 

1. The bill, if enacted, would increase the cost of the railroad retirement 
system by about 0.08 percent of payroll, or $1.5 million a year. 

2. The bill makes no provision for financing the additional cost which 
its enactment would entail. 

3. The railroad retirement system cannot absorb the added cost because 

a recent actuarial estimate shows that the net level cost of benefits under the 
act is 16.68 percent of taxable payroll. Since the actual tax rate is only 
12.50 percent, the present benefit structure already involves an actuarial 
deficiency of 4.18 percent of payroll which is equivalent to about $213 million 
a year on a level basis. 

4. The effect of the enactment of the bill would be to increase the deficiency 
to about 4.20 percent of payroll or $215 million a year. 

The Board, accordingly, recommends that no favorable consideration be given 
to this bill. 

Because of the special request for an immediate report on the bill, this report 
has not been cleared with the Bureau of the Budget. We are, however, forward- 
ing to the Bureau today a copy of the report and we will inform the committee 
promptly of any comments by the Bureau. 

Sincerely yours, 


Howarp W. HABERMEYER, Chairman. 


[S. 987, 86th Cong., 1st Sess.] 


A BILL To amend the Railroad Retirement Act of 1937, the Railroad Unemployment Insur- 
ance Act, the Internal Revenue Code, the Social Security Act, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


PART I—AMENDMENTS TO THE RAILROAD RETIREMENT ACT OF 1937 


Section 1. (a) Section 3(a) of the Railroad Retirement Act of 1937 is 
amended (1) by striking out “3.04”, “2.28”, and “1.52” and inserting in lieu 


thereof “3.19”, “2.39”, and “1.60”, respectively; and (2) by striking out “$200” 
and inserting in lieu thereof “$250”. 
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(b) Section 3(c) of such Act is amended by inserting after “or in excess of 
$350 for any month after June 30, 1954,” the following: “and before July 1, 
1959, or in excess of $400 for any month after June 30, 1959,”. 

(c) Section 3(e) of such Act is amended by striking out “$4.55” and “$75.90” 
and inserting in lieu thereof “$4.78” and “$79.70”, respectively. 

Sec. 2. (a) Section 5(f)(2) of the Railroad Retirement Act of 1937 is 
amended by striking out “and 7 per centum of his or her compensation after 
December 31, 1946 (exclusive in both cases of compensation in excess of $300 
for any month before July 1, 1954, and in the latter case in excess of $350 for 
any month after June 30, 1954),” and by inserting in lieu thereof the following: 
“plus 7 per centum of his or her compensation paid after December 31, 1946, 
and before July 1, 1959, plus 7% per centum of his or her compensation paid 
after June 30, 1959 (exclusive of compensation in excess of $300 for any month 
before July 1, 1954, and in excess of $350 for any month after June 30, 1954, 
and before July 1, 1959, and in excess of $400 for any month after June 30, 
1959),”. 

(b) Section 5(h) of such Act is amended by striking out “$33”, “$176”, and 
$15.40” wherever they appear and inserting in lieu thereof “$34.65”, “$184.80”, 
and “$16.17”, respectively. 

(c) Clause (A)(i) of section 5(1)(9) of such Act is amended by striking 
out the word “and” appearing after “July 1, 1954,” and by inserting after 
“June 30, 1954,” the following: “and before July 1, 1959, and any excess over 
$400 for any calendar month after June 30, 1959,”. 

(d) Clause (A) (ii) of section 5(1) (9) of such Act is amended (1) by insert- 
ing “and before 1960” after “1954” where it first appears; (2) by inserting 
after ‘$4,200" where it first appears the following: “, or for any calendar 
year after 1959 is less than $4,800,”; (3) by striking out “$350” and inserting 
in lieu thereof “$400”; and (+4) by striking out “and $4,200 for years after 
1954, by” and inserting in lieu thereof the following: ‘“, $4,200 for years after 
1954 and before 1960, and $4,800 for years after 1959, by”. ; 

(e) Section 5(1)(10) of such Act is amended by striking out “44”, “11”, 
“$350”, “$15.40”, “$36.66”, “$27.50”, and “$14.66” wherever they appear and 
inserting in lieu thereof “46”, “11.6”, “$400”, “$16.17”, “$38.49”, “$28.88”, and 
“$15.39”, respectively. 

Sec. 3. All pensions under section 6 of the Railroad Retirement Act of 1937, 
all joint and survivor annuities and survivor annuities deriving from joint and 
survivor annuities under that Act awarded before July 1, 1959, and all annuities 
under the Railroad Retirement Act of 1935, are increased by 5 per centum. 

Sec. 4. (a) The amendments made by subsections (a) and (c) of section 1, 
and by subsection (b) of section 2 shall be effective only with respect to annuities 
(not including annuities to which section 3 applies) accruing for months after 
"June 1959. The amendment made by subsection (a) of section 2 shall be 
effective only with respect to lump-sum payments (under section 5(f)(2) of 
the Railroad Retirement Act of 1937) in the case of deaths occurring after June 
1959. The amendments made by subsection (e) of section 2 shall be effective 
only with respect to annuities accruing for months after June 1959 and lump-sum 
payments (under section 5(f)(1) of the Railroad Retirement Act of 1937) in 
the case of deaths occurring after June 1959. Section 3 shall be effective only 
with respect to pensions due in calendar months after July 1959 and annuities 
accruing for months after June 1959. 

(b) All recertifications required by reason of the amendments made by this 
part shall be made by the Railroad Retirement Board without application 
therefor. 


PART II—AMENDMENTS TO THE INTERNAL REVENUE CODE 


Sec. 201. (a) Section 3201 of the Railroad Retirement Tax Act is amended 
by striking out “614”, “December 1, 1054”, and “$350” and inserting in lieu 
thereof “634”, “June 30, 1959”, and “$400”, respectively. 

(b) Section 3202(a) of the Railroad Retirement Tax is amended (1) by 
striking out “after December 31, 1954” wherever it appears and inserting in 
lieu thereof “after June 30, 1959”; (2) by striking out “$350” wherever it 
appears and inserting in lieu thereof “$400”; (3) by striking out “after 1954” 
and inserting in lieu thereof “after June 1959.” 

(c) Section 3211 of the Railroad Retirement Tax Act is amended by striking 
out “1214”, “December 31, 1954”, and “$350” and inserting in lieu thereof “1314”, 
“June 30, 1959”, and “$400”, respectively. 
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(d) Section 3221 of the Railroad Retirement Tax Act is amended (1) by 
striking out “614 percent” and inserting in lieu therof “6% percent”; (2) by 
striking out “after December 31, 1954” wherever it appears and inserting in lieu 
thereof “after June 30, 1959"; (3) by striking out “$350” wherever it appears 
and inserting in lieu thereof “$400”; (4) by striking out “after 1954” and 
inserting in lieu thereof “after June 1959.” 

Sec. 202. The Internal Revenue Code of 1954 is amended by adding the 
following new chapter after chapter 22: 


“CHAPTER 22(a)—RAILROAD SICKNESS BENEFIT 
TAX ACT 


“Subchapter A. Tax on employees. 
“Subchapter B. General provisions. 


“Subchapter A—Tax on Employees 


“See. 3251. Rate of tax. 
“See. 3252. Deduction of tax from compensation. 


“SEC. 3251. RATE OF TAX 


“In addition to other taxes, there is hereby imposed on the income of every 
employee a tax equal to 4% per cent of so much of the compensation paid to 
such employee after June 30, 1959, for services rendered by him after such date 
as is not in excess of $350 for any calendar month. 

“SEC. 3252. DEDUCTION OF TAX FROM COMPENSATION 


“(a) REQUIREMENT.—The tax imposed by section 3251 shall be collected by 
the employer of the taxpayer by deducting the amount of the tax from the 
compensation of the employee as and when paid. If an employee is paid com- 
pensation after June 30, 1959, by more than one employer for services rendered 
during any calendar month after June 30, 1959, and the aggregate of such 
compensation is in excess of $350, the tax to be deducted by each employer 
from the compensation paid by him to the employee with respect to such month 
shall be that proportion of the tax with respect to such compensation paid by 
all such employers which the compensation paid by him after June 30, 1959, to 
the employee for services rendered during such month bears to the total com- 
pensation paid by all such employers after June 30, 1959, to such employee for 
services rendered during such month. 

“(b) INDEMNIFICATION OF EMPLOYER.—Every employer required under sub- 
section (a) to deduct the tax shall be made liable for the payment of such 


tax and shall not be liable to any person for the amount of any such pay- 
ment. 





“Subchapter B—General Provisions 


“Sec. 3272. For purposes of this chapter the provisions of subchapter D of 
chapter 22, other than section 3233, shall be applicable, except that the term 
‘employee’ shall not include an employee of a local lodge or division of a rail- 


way labor organization, and the term ‘employer’ shall not include such local 
lodge or division. 


“SHORT TITLE 


“Sec. 3282. This chapter may be cited as the Railroad Sickness Benefit Tax 
Act.” 


TECHNICAL AMENDMENTS 


Sec. 203. Sections 3231(a), (b), (c), (d), (e), (f), and (g) of the Internal 
Revenue Code of 1954 are each amended by inserting “and chapter 22(a)” 
after “purposes of this chapter” ; 

Section 823 2of the Internal Revenue Code of 1954 is amended by inserting 
“and chapter 22(a)” after “provisions of this chapter” ; 

Section 3502 of such Code is amended by inserting “and by section 3251 of 
chapter 22(a)” after “chapter 22”; 

Section 3503 of such Code is amended by inserting “or 22(a)” after “22”; 

Section 6305 of such Code is amended by inserting “3251,” after “3221,”; 


Sections 6413(a) and 6413(b) of such Code are amended by inserting “3251,” 
after ‘“3221,”. 
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Sec. 204. The amendments made by sections 201 and 202 shall apply only 
with respect to compensation paid after June 30, 1959, for services rendered 
after such date. 


PART III—AMENDMENTS TO THE RAILROAD UNEMPLOYMENT 
INSURANCE ACT 


DEFINITIONS OF BASE YEAR AND BENEFIT YEAR 


Sec. 301. Section 1(m) of the Railroad Unemployment Insurance Act is 
amended to read as follows: 

“(m) The term ‘benefit year’ with respect to any individual means the period 
of three hundred and sixty-five consecutive days beginning with the first day 
of the first registration period after June 30, 1959, with respect to which the 
individual first files a valid claim for benefits, and thereafter the period of 
three hundred and sixty-five days beginning with the first day of the first regis- 
tration period with respect to which the individual next files a valid claim 
for benefits after the termination of his last preceding benefit year. Any claim 
for benefits made in accordance with section 5(a) shall be deemed to be a 
‘valid claim’ for the purposes of this subsection if the indiviuual is with respect 
to his base period a ‘qualified employee’ as defined in section 3 with respect to 
his base year.” 

Section 1(n) of such Act is amended to read as follows: 

“(n) The term ‘base year’ means the twelve completed calendar months im- 
mediately preceding the first day of the individual’s benefit year.” 


DEFINITION OF QUALIFIED EMPLOYEE 


Sec. 302. Section 3 of the Railroad Unemployment Insurance Act is amended 
to read as follows: 

“Sec. 3. An individual shall be a ‘qualified employee’ if the Board finds that 
his compensation with respect to his base year will have been not less than 
an amount equal to the product of eighty-seven and his daily wage computed 
pursuant to section 2(a), and that during his base year more than five calendar 
months will have been months of service used in computing his years of serv- 
ice for purposes of the Railroad Retirement Act of 1937, and more than one 
of such months of service shall have been in the last half of such base year. 

“No individual who, Since earning substantial compensation has received 
one hundred and thirty aaily unempioyment benefits, ur exhausted his unem- 
ployment benefit rights, shall be a ‘qualified employee’ with respect to further 
unemployment benefits until he has again earned substantial compensation, 
and no individual who, since earning substantial compensation has received 
one hundred and thirty daily sickness benefits or exhausted his sickness bene- 
fit rights, shall be a qualified empioyee with respect to further sickness bene- 
fits until he has again earned substantial compensation. As used in the pre- 
ceding sentence, ‘substantial compensation’ means compensation in an amount 
not less than the product of twenty and the amount of the individual’s last 
daily benefit.” 

WAITING PERIOD 


Sec. 303. Clauses (i) and (ii) of section 2 (a) of the Railroad Unemployment 
Insurance Act are each amended by striking out “seven” and inserting “nine” 
in lieu thereof, and by inserting after the phrase “the same benefit year,” the 
following: “if in such registration period or in the fourteen days immediately 
prior thereto he had not less than seven days of unemployment”, 


BENEFIT COMPUTATION AND LIMITATIONS 


Sec. 304. Section 2 (a) of the Railroad Unemployment Insurance Act is 
amended by striking out the second sentence thereof, including the schedule, and 
inserting in lieu thereof the following: ‘The daily benefit rate of any qualified 
employee shall be an amount equal to 60 per centum of the daily rate of com- 
pensation after withholding taxes, for the employee’s last employment in which 
he engaged for an employer in the base year, but not to exceed $8.50 and if 
such daily benefit rate so computed is less than $8.50 and is not an even multiple 
of 10 cents it shall be increased to the next highest multiple of 10 cents. For 
purposes of the preceding sentence, an employee’s daily rate of compensation 
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after withholding taxes shall be, as determined by the Board, such employee's 
daily rate after reduction by the amount equal to the sum of— 

“(1) the amount equal to the same percentage of such daily pay rate 
as shall be imposed by sections 3201 and 3251 of the Internal Revenue Code 
on compensation at the time of such last employment, and 

“(2) the amount equal to one-fifth the amount which shall be required to 
be withheld at the time of such last employment by section 3402 (c) of such 
Code on a weekly pay period basis, on wages paid in a weekly pay period 
in an amount equal to the product of five and such daily rate.” 


DISQUALIFYING CONDITIONS 


Sec. 305. Section 4 (a-1) (ii) of the Railroad Unemployment Insurance Act 
is amended by adding after “Soeial Security Act, or” the following: “except on 
days he is involuntarily unemployed due to lack of work, he meets the qualifying 
work and the age or disability requirements for full annuity payments, pensions, 
or benefits under one or both of such Acts and upon applying therefor could 
receive them, and any day in any period with respect to which the Board finds 
that he is receiving or will have received”. Such section is further amended 
by striking out the colon preceding the words “Provided further” and striking 
out the remainder of this section after the colon and preceding the semicolon 
at the end thereof. 

Sections 4 (a-2) (i) and 4 (a-2) (ii) are each amended by striking out 
“thirty” and by adding before the semicolon at the end thereof: “and ending with 
the fourth calendar week with respect to each of which the Board finds he shall 
have earned compensation of not less than $25.” 

Section 4 (a-2) (iii) of such Act is amended by striking out “, and the Board 
finds that such strike was commenced in violation of the provisions of the Rail- 
way Labor Act or in violation of the established rules and practices of a bona fide 
labor organization of which he was a member”. 

Section (a—2) (iv) of such Act is renumbered section 4 (a-2) (vi) and after 
section 4 (a-2) (iii) the following is inserted: 

“(iv) any of the days beginning with the day with respect to which the 
Board finds that he was discharged or suspended for misconduct connected 
with his work and ending with the fourth calendar week with respect to each 
of which the Board finds he shall have earned compensation of not less than 
$25. 

“(v) any of the days which the Board finds is in a maternity period of 
the employee.” 

After section 4 (a-2) of such Act the following is added: 

“(a-3) There shall not be considered a day of sickness with respect to any 
employee— 

“(i) any day which is a Sunday or which the Board finds is generally 
observed as a holiday in the locality in which he registered for such 
day, unless such day was immediately preceded by a day of unemployment 
or sickness and immediately followed by a day of unemployment or sickness 
or was the last day in a registration period and was immediately preceded 
by a day of unemployment or sickness: Provided, That if two or more con- 
secutive days are a Sunday and one or more holidays, then with respect to 
any employee neither shall be considered as days of sickness unless they 
were immediately preceded by a day of unemployment or sickness and im- 
mediately followed by a day of unemployment or sickness, or the last of 
such days was the last day of a registration period and such days were 
immediately preceded by a day of unemployment or sickness. 

“(ii) any day which is disregarded as a day of unemployment of the 
employee as determined by the Board pursuant to sections 4 (a-2) (i) 
through (vi). 

“(iii) ‘any day which is in a maternity period unless the Board finds that 
sickness on such day is unrelated to the normal consequences of pregnancy 
or childbirth. 

“(iv) any of the days which the Board finds to have occurred more than 
ninety days after the last day with respect to which the individual will have 
earned compensation, excluding from such ninety days any period beginning 
before the expiration thereof with respect to which the Board finds he was 
unemployed due to a stoppage of work described in section 4(a—1) (iii) and 

excluding any registration period which begins, or any continuous registra- 
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tion periods the first of which begins before the expiration of such ninety 
days. For purposes of the preceding sentence a ‘registration period’ shall 
be deemed continuous with the preceding registration period if established 
within ten days after the last day of such preceding period.” 


DEFINITION OF DAY OF SICKNESS 


Sec. 306. Section 1(k) (2) of the Railroad Unemployment Insurance Act is 
amended by inserting “but would otherwise be available for work” after the 
phrase “he is not able to work.” 


DISCONTINUING MATERNITY BENEFITS 


Sec. 307. Section 1(k) of the Railroad Unemployment Insurance Act is amended 
by deleting from the first sentence thereof “or which is included in a maternity 

riod.” 

M pectin 1(1) (1) of such Act is amended by deleting “, and the term ‘statement 
of maternity sickness’ means a statement with respect to a maternity period of a 
female employee, in each case.” 

Section 2(a) of such Act is amended by striking out “, and (iii) for each day 
of sickness in a maternity period” in the first sentence thereof, and by striking 
out the fourth, fifth, and sixth sentences thereof. 

Section (2)(c) of such Act is amended by deleting, both before the proviso 
and following the proviso, the identical phrases “, other than days of sickness in 
a maternity period,” and by deleting “; and the total amount of benefits which 
may be paid to an employee for days of sickness in a maternity period shall in 
no case exceed the employee’s compensation in the base year on the basis of 
which the employee was determined to be qualified for benefits in such maternity 
period.” 

Section 12(i) of such Act is amended by deleting from the seventh sentence 
thereof ‘“‘and, in the case of maternity sickness, the expected date of birth and 
the actual date of birth of the child.” 

Section 12(n) of such Act is amended by deleting “or maternity” in each place 
such words occur and by deleting from the fourth sentence “or as to the expected 
date of birth of a female employee's child, or the birth of such child.” 


AMENDMENTS ESTABLISHING THE RAILROAD SICKNESS INSURANCE ACCOUNT 


Sec. 308. The heading of section 10 of the Railroad Unemployment Insurance 
Act is amended by adding “and Railroad Sickness Insurance Account.” 

Section 10(a) of such Act, effective July 1, 1959, is redesignated “Sec. 10(a—1) 
and is amended (1) by inserting after “total compensation” in clause (i) “paid 
with respect to calendar months through June 1959, and is in excess of 0.7 
per cent of such compensation thereafter’; (2) by inserting “unemployment” 
before “benefits” in clause (v); (3) by inserting with respect to unemployment 
benefits” before “pursuant” in clause (vii) ; (4) by inserting “unemployment be- 
fore” “benefits”, “all” before “refunds” and “and reimbursable transfers” after 
“refunds” in the last sentence thereof; and (5) by adding another section as 
follows: 

“Sec. 10(a-2) (1). The Secretary of the Treasury shall maintain in the un- 
employment trust fund established pursuant to section 904 of the Social Security 
Act an account to be known as the railroad sickness insurance account. This 
account shall consist of (i) such part of contributions collected pursuant to sec- 
tion 8 of this Act as is equal to 0.5 per centum of the total compensation with 
respect to months after June 1959 on which such contributions are based; (ii) all 
taxes collected pursuant to chapter 22(a) of the Internal Revenue Code of 1954 
together with all interest and penalties collected pursuant to such provisions; 
(iii) all amounts creditable with respect to sickness pursuant to section 2(f), 
section 12(g) or section 12(0) of this Act; and (iv) all additional amounts ap- 
propriated to the railroad sickness insurance account in accordance with any 
provision of this Act or with any provision of law now or hereafter adopted. 
Notwithstanding any other provision of law, all moneys credited to this account 
shall be mingled and undivided, and are hereby permanently appropriated to the 
Board to be continuously available to the Board without further appropriation, 
for the payment of sickness benefits or reimbursements under this Act, and no 
part thereof shall lapse at any time, or be carried to the surplus fund or any 
other fund: Provided, That the Secretary of the Treasury is directed to pay from 
the account into the Treasury the amount estimated by him, with respect to col- 
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lections under chapter 22(a) of the Internal Revenue Code of 1954, as amended, 
as taxes which are subject to refund under section 6413 of such Code. 

“(2) There is hereby appropriated to the railroad sickness insurance account, 
for the fiscal year ending June 30, 1960, and for each fiscal year thereafter, out 
of any moneys in the Treasury not otherwise appropriated, an amount equal to 
100 per centum of the taxes collected under chapter 22(a) of the Internal Reve- 
nue Code of 1954, as amended. 

““(3) The Board shall, from time to time, certify to the Secretary of the Treas- 
ury amounts to be transferred between the railroad unemployment insurance ac- 
count and the railroad sickness insurance account, and the Secretary shall trans- 
fer the amounts so certified. The Board shall certify for such transfer to the 
railroad sickness insurance account, from time to time, amounts equal to the 
part of contributions referred to in clause (i) of the second sentence of section 
10 (a-2) (1), and shall likewise certify for transfer such additional amounts as 
may be needed to pay sickness benefits: Provided, That such additional amounts 
shall be on a reimbursable basis, and shall be repaid the railroad unemploy- 
ment insurance account with interest determined equitable by the Board, by sub-: 
sequent transfers from the railroad sickness insurance account certified by the 
board when in its judgment funds of the railroad sickness insurance account 
make such transfer feasible.” 

Section 10(b) of such Act, effective July 1, 1959, is amended (1) by inserting 
before “account” in the first sentence thereof “railroad unemployment insurance 
account and the railroad sickness insurance,” (2) by inserting in the first sen- 
tence thereof a comma after “benefits”, by striking the word “and”, and by 
adding after “refunds” the words “and reimbursable transfers”, and (3) by 
inserting “appropriate” before “account” in the third sentence thereof. 

Section 10(c) of such Act, effective July 1, 1959, is amended by inserting 
“railroad unemployment insurance account and of the railroad sickness insur- 
ance”’ before “account”. 

Section 2(f) of such Act, effective July 1, 1959, is amended— 


(1) by inserting after “special fund” in the next to the last sentence 
thereof “other than amounts payable hereunder into the railroad sickness 
insurance account,” 

(2) by inserting in such sentence before “account” “railroad unemploy- 
ment insurance” and 

(3) by inserting in such sentence after “account,” “and such other amounts 
shall be credited to the railroad sickness insurance account”. 




















































AMENDMENTS TO THE RAILROAD UNEMPLOYMENT ADMINISTRATION FUND PROVISIONS 





Sec. 309. Effective July 1, 1959, the heading to section 11 of the Railroad Un- 
employment Insurance Act is amended to read: “Railroad Unemployment In- 
surance and Sickness Insurance Administration Fund” and subsection (a) of 
such section is amended by inserting “and sickness insurance” after “unemploy- 
ment insurance” in each place where it appears. 

Effective July 1, 1959, section 1(q) of the Railroad Unemployment Insurance 
Act is amended by inserting “and sickness insurance” after “unemployment in- 
surance”. 


MISCELLANEOUS PROVISIONS 


Sec. 310. Effective July 1, 1959, section 1(p) of the Railroad Unemployment 
Insurance Act is amended by adding after the word “means” the following: “, 
except when used in the phrase ‘railroad sickness insurance account,’ ”’. 

Sec. 311. Effective July 1, 1959, section 8(a) of the Railroad Unemployment 
Insurance Act is amended by adding at the end thereof “In determining such 
balance there shall be deemed to be a part thereof (1) all unrepaid balances of 
amounts transferred from the railroad unemployment insurance account to the 
railroad sickness insurance account, except that in no event shall the amount so 
deemed to be a part of such balance exceed the actual amount in the railroad 
sickness insurance account on September 30 of such year, and (2) that pro- 
portion of the balance to the credit of the railroad sickness insurance account as 
of September 30 of such year as consists of amounts contributed by employers 
er this section and placed in such account under section 10(a-2) (1) of this 

ct.” 

Seo. 312. Effective July 1, 1959, section 8(f) of the Railroad Unemployment 
Insurance Act is amended (1) by inserting after the word “Act” the words 
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“with respect to compensation for services rendered after June 30, 1959,” (2) 
by inserting after the word “fund” a comma and the words “such part thereof 
as equals 0.5 per centum of such total compensation to be deposited to the credit 
of the railroad sickness insurance account”, and (3) by inserting before “ac- 
count” the words “railroad unemployment insurance”. 

Sec. 313. Effective July 1, 1959, section 12(g) of the Railroad Unemployment 
Insurance Act is amended by striking the language following the semicolon in 
the last sentence and by inserting the following: “such reimbursements for un- 
employment benefits shall be paid from the railroad unemployment insurance 
account and such reimbursements for sickness or maternity benefits shall be 
paid from the railroad sickness insurance account, and all such reimburse- 
ments are included within the meaning of the word ‘benefits’ as used in this 
Act.” 

Sec. 314. The amendments made by this part shall become effective with re- 
spect to all benefits paid in benefit years beginning after June 30, 1959, except 
that (a) maternity benefits in a maternity period established before and extend- 
ing beyond such date shall be paid pursuant to the law as in effect prior to the 
amendments made by this Act and (b) the calendar year 1958 shall be the base 
year for a benefit year beginning July 1, 1959, of any individual who thereby but 
not otherwise would be a qualified employee. The effective date of other pro- 


visions of this part except as otherwise specifically provided shall be the date 
of enactment of this Act. 


PART IV—AMENDMENTS TO THE SOCIAL SECURITY ACT 


‘ Sec. 401. The Social Security Act, effective July 1, 1959, is amended as 
ollows: 

(1) Section 904(a) is amended by inserting “or to the credit of the railroad 
sickness insurance account” after “unemployment insurance account” ; 

(2) Section 904(e) is amended by inserting “and the railroad sickness in- 
surance account” after “unemployment insurance account”. 

(3) Section 904(f) is amended by striking out all the last sentence after 
“certify” and inserting in lieu thereof “for payment from the railroad unem- 


ployment insurance account or for payment from the railroad sickness insurance 


account not exceeding the amount standing to such account at the time of such 
payment.” 


RAILROAD RETIREMENT Boarp, 

Chicago, Ill., February 13, 1959. 
Hon. Lister HILt, 
Chairman, Committee on Labor and Public Welfare, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR HILL: This is a report of the Railroad Retirement Board on the 
bill S. 987 which was requested by your committee. 

The bill would amend the Railroad Retirement Act, the Railroad Retirement 
Tax Act, the Railroad Unemployment Insurance Act, and (in a more technical 
respect) the Social Security Act, and would add a new employment tax provision 
bee Railroad Sickness Benefit Tax Act) to the Internal Revenue Code, as 
ollows: 


RAILROAD RETIREMENT ACT 


1. Annuities (except those based on the social security minimum provision of 
the Railroad Retirement Act or on the regular minimum founded in the monthly 
compensation, widows’ and widowers’ annuities already awarded based on the 
spouse’s annuity, and those spouses’ annuities paid on the maximum basis, which 
would receive no increase at all or less than 5 percent), pensions, and the in- 
surance lump-sum benefits, would be increased by, generally, 5 percent. 

2. Compensation creditable in the computation of benefits under the Railroad 
Retirement Act would be increased to $400 a month effective respecting com- 
pensation paid for services rendered after June 1959. 

3. The residual lump-sum benefit would be adjusted, in accordance with the 
bill’s proposal for change in the tax rate and base, to include 7% percent of 
compensation up to $400 a month after June 1959. 

4. The benefit increases would apply to monthly benefits accruing after June 
1959 and to lump-sum benefits resulting from deaths after June 1959. 

5. Recertifications to effect the changes in benefits provided would be made 
without application. 
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RAILROAD RETIREMENT TAX AC1 


The taxable compensation base would be increased from a maximum of $350 
a month for each employee to $400, and the tax rate for railroad employers and 
employees would be increased to 6%4 percent effective June 1959. The tax rate 
on employee representatives would be increased to 1344 percent on $400 a month 
compensation, effective at the same time. 


RAILROAD UNEMPLOYMENT INSURANCE ACT 





1. The “benefit year” (the year during which unemployment and sickness 
benefits are paid based on a particular qualification period) with respect to an 
employee would be changed so as to be a period of 365 consecutive days beginning 
with the first day of the first registration period after June 30, 1959, with respect 
to which the employee first files a valid claim for benefits, and thereafter the 
period of 365 days beginning with the first day of the first registration period 
with respect to which he next files a valid claim for benefits after the termination 
of his preceding benefit year. Any claim for benefits would be deemed to be a 
valid claim for the purposes of the definition of the “benefit year” if the employee 
who files a claim is, with respect to his base period, a “qualified” employee in 
accordance with the changed provisions for such status. The base year would 
be changed and would be the 12 completed months immediately preceding the 
first day of the employee's benefit vear. 

Under present provisions of the Railroad Unemployment Insurance Act the 
base period is the calendar year, and the benefit period respecting such base 
period commences July 1 of the following calendar year. Consequently, the 
benefit period does not begin until 6 months after the qualifying period. Under 
the bill the benefit period would follow the hase period immediately. 

2. The qualifying conditions for unemployment and sickness benefits likewise 
would be substantially revised. Under present provisions an employee becomes 
a “qualified” employee for such benefits if his compensation for the base year is 
not less than $400. Under the proposals an employee would be a “qualified” 
employee if his compensation with respect to his base year will have been not less 
than the amount equal to the product of 87 and the daily wage rate in employ- 
ment for his last “employer” in a base year, if during his base year at least 6 
ealendar months have been months of service used in computing his years of 
service for purposes of the Railroad Retirement Act, and if at least two of such 
months of service have been in the last 6 months of such base year. 

An employee who has received 130 daily unemployment benefits or exhausted 
his unemployment benefit rights could not thereafter become qualified for unem- 
ployment benefits in a new benefit year unless he has again had “substantial 
compensation,” that is, has earned in railroad and other covered employment an 
amount equal to 20 times his last daily benefit. This would require that em- 
ployee to have these earnings, as well as being qualified for a new benefit year 
otherwise, before being eligible for benefits in a succeeding benefit year. Like 
provisions would apply to sickness benefits, but would apply separately to the 
two forms of benefit. 

3. The waiting period respecting the first registration period for both unem- 
ployment and sickness benefits would be extended to 9 days with the result 
that the number of days in the first registration period for which benefits may 
be received would be reduced to 5 from the present 7. A new restriction on 
benefits would be added under which an employee would not be qualified for 
benefits unless he had at least 7 days of unemployment in a registration period 
or in the 14 days immediately preceding it. The bill would seem literally to 
make this restriction respecting days of unemployment a condition in the pay- 
ment of sickness benefits also, but this effect may not have been intended because 
of the incongruity in making sickness benefits dependent on “days of 
unemployment.” 

4. The schedule based on total wages in the base year for the determination 
of benefits would be eliminated and the daily rate of benefits would be deter- 
mined on the present alternative basis of the claimant’s last daily pay in his 
base year. However, instead of the present 50 percent of gross daily pay the 
benefit would be 60 percent of daily pay after withholding taxes (ordinary 
income and railroad retirement and sickness benefit taxes). The maximum 
daily benefit would remain at $8.50. Specifically the employee’s daily rate of 
compensation after withholding taxes would be such employee's daily rate after 
reduction by an amount equal to the sum of— 
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(1) the amount equal to the same percentage of such daily pay rate as 
shall be imposed by sections 3201 [providing for railroad retirement taxes], 
and 3251 [a new section of the bill would provide establishing a tax on 
employees only for sickness benefit purposes] of the Internal Revenue Code 
on compensation at the time of such last employment, and 

(2) the amount equal to one-fifth the amount which shall be required 
to be withheld at the time of such last employment by section 3402(c) 
[providing for withholding for income tax] of such Code on a weekly pay 
period basis, on wages paid in a weekly paid period in an amount equal to 
the product of five and such daily rate. 

By this method of calculating the amount of tax withholding this amount would 
normally be equal to the actual withholding. 

If the daily benefit rate is not otherwise a multiple of 10 cents it would be 
increased to the next higher multiple of 10 cents. 

5. An employee would be disqualified for unemployment or sickness benefits 
(except for days when he is involuntarily unemployed due to lack of work) 
for any day with respect to which he meets the service and age or disability 
requirements for full annuity payments, pensions, or benefits under the Railroad 
Retirement Act or the Social Security Act, and could, if he applied therefor, 
receive them. Under present law only after applying and qualifying for such 
benefits would the employee be disqualified, and then, as to benefits under the 
Railroad Retirement Act, only for such benefits as would exceed apportioned 
annuity or pension payments for that day. The present provision for paying 
this excess would be eliminated. 

The provisions for disqualification of an employee for unemployment benefits 
for 30 days beginning with the day with respect to which he left work volun- 
tarily and without good cause or with respect to which he failed without good 
cause to accept suitable work or to comply with instructions from the Board 
to apply for such work or to report to an employment office would be revised 
so that the disqualification would continue until such time as the employee ob- 
tained railroad employment in 4 calendar weeks with respect to each of which 
the employee had earnings of not less than $25. 

Two new disqualification provisions would be added. The first would provide 
that an employee found to have been discharged or suspended for misconduct 
connected with his work be disqualified for unemployment benefits until such 
time as he obtains thereafter railroad or other covered employment in at least 
4 calendar weeks with earnings of $25 in each; and the second would eliminate 
as a day of unemployment any day which the Board finds is in a maternity 
period of an employee. 

6. The same disqualification provision for sickness benefits respecting Sun- 
days and holidays would be included as that which is now contained in the act 
respecting disqualification for such days for unemployment benefits. An em- 
ployee would be disqualified for sickness benefits for any day with respect 
to which he would be disqualified for unemployment benefits for voluntarily 
leaving work, refusal to accept work, a discharge or suspension for misconduct, 
and for absence because of a strike. An employee could receive sickness bene- 
fits for no day which is in a maternity period unless the Board finds that her 
sickness on such day is unrelated to the normal consequence of pregnancy 
or childbirth. An employee would be disqualified for sickness benefits for - 
any day which occurred more than 90 days after the last day with respect 
to which he earned compensation in the railroad industry, except that there 
would be excluded from such 90 days any day in which the Board finds that 
the employee was unemployed due to a stoppage of work as a result of a strike, 
and any day in such 90 days in a registration period which begins, or in con- 
tinuous registration periods the first of which begins, before the expiration of 
such 90 days. For this purpose, a registration period would be deemed con- 
tinuous with the preceding registration period if established within 10 days 
after the last day of such preceding period. 

To the definition of a “day of sickness” the phrase “but would otherwise be 
available for work” would be added. The consequence of this addition would 
be that an employee could not receive sickness benefits unless it could be found 
that with respect to such day he would have worked or been available for work 
but for his sickness. 

7. From the definition of a “day of sickness” there would be excluded a day 
“which is included in a maternity period.” The consequence of this together 
with the disqualification provision described in paragraph 6 respecting a day in 
a maternity period in which sickness is related to the normal consequences of 
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pregnancy or childbirth would be to eliminate all maternity benefits. In further- 
ance of the elimination of maternity benefits certain sections of the Railroad 
Unemployment Insurance Act would be amended by deleting the provisions 
therein relative to maternity, maternity periods or maternity benefits. 

8. A railroad sickness insurance account would be established, effective July 
1, 1959, which would be maintained by the Secretary of the Treasury in the 
unemployment trust fund established pursuant to section 904 of the Social 
Security Act. The account would consist of such part of the contributions equal 
to 0.5 percent of the compensation on which such contributions were collected 
pursuant to section 8 of the Riilroad Unemployment Insurance Act, all taxes 
collected pursuant to chapter 22(a) of the Internal Revenue Code (the proposed 
Railroad Sickness Benefit Tax Act described elsewhere in this report), together 
with all interest and penalties collected pursuant to such provisions and amounts 
creditable with respect to sickness benefits under provisions of the Railroad 
Unemployment Insurance Act for reimbursement or refunds. The funds so placed 
in the new account would be permanently appropriated to the Board, without 


further authorization, to be continuously available to the Board for the exclusive - 


purpose of paying sickness benefits except insofar as refunds of taxes are to 
be made. Transfer of funds to the railroad sickness insurance account from the 
railroad unemployment insurance account would be authorized, on a reimbursable 
basis, when the need arises, with interest to be paid at a rate found equitable 
by the Board. 

9. The bill would provide, effective July 1, 1959, for including, in determining 
pursuant to section 8(a) of the act the balance to the credit of the railroad 
unemployment insurance account as of September 30 of any year, (1) all un- 
repaid amounts transferred from that account on a reimbursable basis to the 
railroad sickness account (but not more than the amount actually contained in 
the latter account) and (2) such proportion of the balance in the sickness 
account as consists of contributions made by employers required to be appro- 
priated to the sickness account. 

10. The amendments would be effective with respect to all benefits paid in 
benefit years beginning after June 30, 1959, except the maternity benefits for a 
maternity period established before, and extending beyond, June 30, 1959, would 
be paid pursuant to the law as in effect before the amendments. The calendar 
year 1958 shall be the base year for a benefit year beginning July 1, 1959, in 
the case of any individual who would otherwise not be a qualified employee 
with respect to such year. Otherwise, except as specifically provided elsewhere 


in the bill, the effective date of the proposed amendments would be the date of 
enactment of the bill. 


RAILROAD SICKNESS BENEFIT TAX ACT 


The bill would provide as chapter 22(a) of the Internal Revenue Code for a 
“Railroad Sickness Benefit Tax Act.” This act would provide for a new tax 
on employees, to be deducted from pay by the employer and collected by the 
Internal Revenue Service, of one-half percent of so much of the compensation 
paid to the employee after June 30, 1959, for services rendered after that time, 
as is not in excess of $350 for any month. The tax would not apply to em- 
ployees of local lodges or divisions (which would not be “employers” for the pur- 
poses of the Tax Act) but would apply to all other “employees.” It would not 
apply to “employee representatives.” 


THE SOCIAL SECURITY ACT 


Section 904 of the Social Security Act would be amended, effective July 1, 
1959, in a minor technical respect to effect establishment of the newly proposed 
“railroad sickness insurance account” described hereinbefore. 


IMMEDIATE EFFECT OF AMENDMENTS TO THE RAILROAD RETIREMENT ACT 
Employee annuities 


An estimated 364,000 employee annuities are expected to be in course of 
payment on July 1, 1959. Of these, about 320,000 would be increased by the 
full 5 percent, 4,000 by less than 5 percent, while 40,000 would be unaffected. 
Those which would be increased by less than 5 percent are (1) minimum annui- 
ties equal to $75.90 or to $4.55 multiplied by the years of service, in which a 
5-percent increase would raise the annuity to an amount larger than the monthly 
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compensation, and (2) annuities payable under the social security minimum 
guarantee of the present act which would revert to the railroad formula. The 
40,000 annuities which would not be increased include 33,000 which would remain 
payable under the social security guarantee and 7,000 already equal to the 
monthly compensation. The overall increase for the estimated 364,000 annuities 
in course of payment on July 1, 1959, would be 4.7 percent. 

An estimated 43,000 retirement annuity awards, averaging about $133, would 
be made in fiscal year 1959-60. The average award would be 4.6 percent greater 
than the average of $127.20 under the present law. 


Spouse annuities 


The average annuity of the estimated 133,000 spouses on the rolls on July 1, 
1959, would rise from $51.60 to $52.50. The average increase would be only 1.7 
percent because most spouses would receive no increase at all or an increase of 
less than 5 percent. Those who would receive no increase include about 75,000 
spouses already receiving the maximum of $60.50 and 10,000 whose annuities 
are being paid under the social security guarantee or are based on an employee 
annuity which is limited to his monthly compensation. 

An estimated 22,000 spouses’ annuities will be awarded in fiscal year 1959-60. 
The average annuity would rise from $52.50 under the present law to $53.20 under 
the proj.osed bill. (The average award in the fiscal year includes an adjust- 
ment for awards before February 1960 to allow for the increase to $63.50 in the 
maximum spouse annuity effective that month.) 


Pensions 


The estimated 1,200 pensioners on the rolls on July 1, 1959, would receive 
5-percent increases, bringing their average benefit to $85.80, compared with 
the average of $81.70 under the present law. 

Survivor annuities 

An estimated 245,000 survivor annuities would be in course of payment on 
July 1, 1959. The average annuity to aged widows would rise from $57.50 under 
the present law to $58.40 under the proposed bill. Increases in other types of 
survivor insurance annuities would be almost negligible because well over 


nine-tenths are payable and would remain payable under the social security 
guarantee. 


Total benefit payments 


Total benefit payments under the provisions of the bill in fiscal year 1959-60 
are estimated at about $860 million, or $30 million more than would otherwise 
be payable under the present law. 

Tabular summary 

The two attached tables illustrate the effect of the proposed amendments. 
Table 1 shows the effect on benefits in course of payment on July 1, 1959, and 
table 2 covers benefit awards in fiscal year 1959-60. 


TaBLE 1.—Estimated number of monthly benefits in current-payment status on 


July 1, 1959, and estimated average monthly amount before and after increases 
under S. 987, by type of benefit 


Benefits in current-payment status 


Type of benefit Average monthly amount ! 
Number 


Present law | Proposed bill 


Pst th chiang ahenmctteonwchuanareheciiicndlbbers bon, tee 


Retirement: 
Employee annuities 
Pensions-_. 
Spouse annuities 

Monthly survivor: 
Aged widows’ annuities_.......-.-- 187,000 | 
Widowed mothers’ annuities___-- 11, 300 
Children’s annuities : 42, 200 
Parents’ annuities. - 1, 100 | 
Survivor (option) annuities 3, 100 


BAS 
Ss sey 


RSS 
8s 


- 
co 





1 After adjustment for increases under 1958 Social Security Act amendments. 
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TABLE 2.—Hstimated number of awards and average benefit under present law 
and 8. 987, by type of benefit, July 1959-—June 1960 








| 
| Average amount under— 








Type of benefit Number | _ 0: 
Present law Proposed 
bill 








Retirement: | | 
eenanmaaeaet igs ni i ee Ne | 43, 000 | $127. 20 $133.00 








8 Gs in iondinng a tnksnaiienaapeiieedite | 22, 000 52. 50 | 1 53. 20 
Monthly Survivor 
Aged widows’ annuities____._- obi dietetic waseee a 21, 000 67.10 67. 80 
oe Be sn ns oe 2, 300 85. 60 85. 70 
Children’s annuities se ea aed 5, 800 57. 90 58. 00 
Parents’ annuities . oe oa a a ciate eae 100 74. 50 | 74. 80 
Survivor (option) annuities. mA. cebinatbaasthnde 50 55. 00 57. 80 
Lump-sum payments: . 
I i cla 18, 000 510. 00 540.00 
PE TN ot cnciapnsoccancnsnegedensedaetinnaak 6, 500 1, 700. 00 1, 650. 00 







1 Includes an adjustment for awards before February 1960 to allow for increase in spouse maximum to 
$63.50, effective that month. 





IMMEDIATE EFFECT OF AMENDMENTS TO THE RAILROAD RETIREMENT TAX ACT 


The bill proposes to amend the Railroad Retirement Tax Act, effective July 1, 
1959, by raising the monthly limit on taxable earnings from $350 to $400, and 
by increasing the combined rate of tax from the present 12% to 13% percent. 

Assuming that the railroad industry will be recovering from the ‘low level 
of activity experienced during the 1957-58 economic recession with a consequent 
gradual increase in employment, the effect of the proposed legislation on railroad 
retirement taxes in fiscal years 1960-63 would be as follows: 


{In millions] 











| 1959-60 1960-61 1961-62 | 1962-63 

Taxable payroll—present law__.........---.---.-------- | $4, 600 | $4, 800 $5, 000 | $5, 100 
Taxable payroll—proposed law___............-.....-.--- | 5, 100 | 5, 300 5, 500 | 5, 600 
Taxes—present law (12.5 percent) --..---.--.----------- | 575 600 625 | 637 
Taxes—proposed I: is (iB: parent). 62 ewes 689 716 743 | 756 
pe ee eae eee 114 | 116 118 119 
(a) Due solely to higher tax base___-...-.--....---- 63 | 63 | 63 
(5) Due to higher tax rate on old base__......-...-- 46 48 | 50 | 51 

(c) Due to higher tax rate on addition to old base -- 5 5 5 | 

t 


ACTUARIAL EFFECTS OF PROPOSED AMENDMENTS TO THE RAILROAD RETIREMENT AND 
RAILROAD RETIREMENT TAX ACTS 


It is estimated that the changes in the amounts of creditable compensation 
and in the benefit formulas would increase the benefit costs by 1.50 percent of 
payroll, or $84 million a year on a level basis. The additional revenues would 
amount to an estimated 2.08 percent of payroll, or $116 million a year on a 
level basis. The above percentages relate to an assumed taxable payroll of 
$5.6 million a year with a $400 limit on creditable and taxable monthly com- 
pensation. 

In arriving at the above cost figures, consideration was given to the fact 
that the effective date would be July 1, not January 1, 1959. The additional 
benefits which would have been payable during the first 6 months of 1959 
are estimated at about $15 million. This is a saving as compared with a 
January 1, 1959, effective date and is equivalent to 0.01 percent of payroll. 
On the other hand, the loss of additional taxes during the same period would 


amount to an estimated $57 million which is equivalent to 0.03 percent of 
payroll. 
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The cost of the 1956 amendments to the Railroad Retirement Act was then 
estimated at 1.57 percent of payroll with a $350 limit on monthly compensation, 
This is equivalent to 1.43 percent of taxable payroll with a $400 limit on monthly 
compensation. Since the additional tax revenues amount to 2.08 percent of 
payroll, it might be stated that they would pay in full for the 1956 amend- 
ments to the Railroad Retirement Act and would leave 0.65 percent of payroll 
to partially finance the additional benefits which, as stated before, would cost 
1.50 percent of payroll. ; : 

The proposed changes would leave the railroad retirement system with an 
actuarial deficiency as of December 31, 1958, of 3.23 percent of payroll (with 
a $400 limit on monthly compensation) which is equivalent to $181 million a 
year on a level basis. This is $32 million a year less than the $213 million 
a year deficiency under present law. The derivation of the new deficiency 
figure is shown in table 1 while a more detailed presentation of level costs 
by source is shown in table 2. 

The impact of the 5-percent increase in the benefit formulas would be felt 
immediately. The vast majority of employee benefits would be increased by a 
full 5 percent and considerable numbers of spouses’ and widows’ benefits would 
also be so increased. However, at the beginning the effect of crediting up to 
$50 more a month in compensation would be almost negligible since the addi- 
tional retirement annuity based on 1 year of service under the higher limit 
on creditable compensation would be $0.80 a month or $9.60 per year. As time 
goes on, the effect would become progressively greater since an employee re- 
tiring, say, 30 years from now could have an additional annuity of as much 
as $24 a month (30 times $0.80) or $288 a year. At that time there would be 
on the rolls large numbers of retirements in previous years who would have 
been affected in varying degrees by the increase in creditable compensation. 
Therefore, the total additional disbursements would then be perhaps several 
hundred times higher than in the first year following the enactment of the bill. 
As stated before, the level cost of the increase in creditable compensation is 
estimated at $40 million a year (0.71 percent of payroll) before the 5-percent 
increase. After allowing for the 5-percent increase, the annual level figure would 
eome to approximately $42 million. 

The additional retirement taxes proposed by the bill would amount to $116 


million a year on a level basis if valued as of December 31, 1958, and to $118 
million a year if valued as of June 30, 1959, the proposed effective date for 
the new provisions. These figures relate to level payroll assumptions of $5.1 
billion a year for the present $350 limit on monthly compensation and of $5.6 
billion a year for the proposed new $400 limit. The year-by-year figures may 
be somewhat different depending on the short-range payroll estimates for the 
particular years. The differences would, however, be relatively minor. 


TABLE 1.—Changes in actuarial deficiency due to S. 987 
{Taxable payroll of $5.6 billion a year for $400 limit on monthly compensation] 


Percent of 


Item payroll 
($400 limit) 
Actuarial deficiency under law before amendments (as of Dec. 31, 1958) 

Benefits at present rates due to higher compensation base 

Increase in benefits by 5 percent ? 

Increase in residual benefit 


Taxes at rate of 1244 percent on additional taxable compensation 
Increase in tax rate 


' Equivalent to 4.18 percent of payroll with a $350 limit on monthly compensation. In both instances, 
this is equivalent to $213,000,000 a year on a level basis. 

? Increase would not apply to social security minimum and to spouse maximum amounts. 

3 Includes small reductions for the July 1, 1959 effective date. 
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TABLE 2.—Cost estimate for the railroad retirement program as it would be 
amended by S. 987 


{Level cost figures are as of Dec. 31, 1958 and relate to a taxable payroll of $5.6 billion a year] 


Percent of 





Item payroll 
($400 limit) 
CARON OOS OE RIIIE, COE inset ines cgnmmnnpinenpndadeneninketnsinengetnaeiiens 19. 78 
Ee ENS GG TINUE: 5s 5 cdctriedi mobos ec a Acs in eee didweeeenehs 1 13. 53 
ERIE, IIR. on a wdkncn ocd freswcnwosensdpetitedspnncgsecudsseoccsmeneedschessor 1.29 
i I IE uae celui ibipet nde enmeeaiademea tad 3.70 
en eerie I. ost a ewntd cians aducnebeeenennes tasesastaehs wequsotcenne a) 
RINNE TRI EI 5 5c in ntddceemtetetnscseessckaedadsoudccctdbinestabesdodaia 19 
PET INE 5 cc vcccndccckennanebden dese suacunineneeeusemwuse ohhite aiemmene< oar 
EERIE ITE CRORE... oc cece ne censecepieespucwecoqscuneenesaqerangssewarcconsvanmegssy 14 


Deductions from gross costs, total 


Funds on hand 


Gains from financial interchange 


Net cost 


Future tax income 


Actuarial deficiency (excess of net costs over total future tax income). -..........------------ 3. 23 





1 Includes 0.08 percent of payroll for benefits payable with respect to dependents of disability annuitants 
under the social securit m-ninu™ provision, 

2 Excludes an esti? ated *325,000,000 accrued under the financial interchange for the period July 1957- 
Tecember 1958 but not ye! received. Had this amount been included, the 1.96 would have been increased 
to” 3ani1 the next fizure of 1.12 would have been correspondingly reduced to 0.95. 

3 13.50 .ninus 0.03 {ur the July 1, 1959 effective date. ° 






EFFECT OF AMENDMENTS TO RAILROAD UNEMPLOYMENT INSURANCE ACT 


The net effect of the changes that would be made by the bill would be to reduce 
by $30 million to $40 million the annual amount of benefits payable under the 
Railroad Unemployment Insurance Act while adding to the taxes paid by rail- 
road employees a new tax that would total about $25 million a year. Because 
of the present low balance in the railroad unemployment insurance account 
there would be no immediate reduction in costs for the railroads. In the long 
run, however, there would probably be a reduction in costs for the railroads 
amounting to perhaps $50 million a year. 


IMMEDIATE EFFECT ON BENEFICIARIES 


The bill contains modifications of the present Railroad Unemployment Insur- 
ance Act of such a character that it is not possible to develop from the available 
Board records of beneficiaries and benefit payments any adequate report on its 
effect on beneficiaries and on the financing of the railroad unemployment insur- 
ance system. To make such a report would require extensive tabulations, and 
detailed, time-consuming investigations of employment histories and last rates 
of pay. 

The difficulty of estimating the effect of the bill arises to a large extent from 
the fact that it would change the system from one with a uniform benefit year 
starting July 1, and a base year ending 6 months earlier, to one with individual 
benefit years and individual base years immediately preceding the beginning of 
the benefit year. To determine eligibility under the bill, the most important 
information needed is the employment record in the 6 months preceding the 
beginning of the employee’s unemployment or sickness. This information has 
not been obtained under the present act because it is not needed. In addition, 
the bill would make changes in the existing disqualification provisions and add 
a number of disqualifications not now in the law. There are no basic data avail- 
able for determining the effect of these. 

Analysis of data on operations under the present law, however, makes possible 
some general approximations of the effect of some provisions of the bill even 
though the net total effect cannot be determined accurately. It must be empha- 
sized that the figures given are very rough estimates. They. show the effect 
certain provisions in the bill would have had on benefits in 1957-58 when the 


number of beneficiaries and amount of benefits under the Railroad Unemployment 
Insurance Act were as follows: 

























Amount of 
benefits 


Unemployment 
Sickness. 
Maternity 


However, the figures cannot be added together to get a total effect because a 
considerable number of beneficiaries would be disqualified by more than one 
provision. 

The number of benefi*iaries and the amount of benefits paid would have been 
substantially smaller. Some of the ways in which this would have happened are 
as follows: 

1. The change in the definition of a qualified employee would have prevented 
payment to many employees. A very rouzh estimate indicates that about 40,000 
of the unemployment beneficiaries and 6,000 of the sickness beneficiaries would 
not have had the necessary service or earnings to be qualified. The amount of 
benefits that would not have been payable would have been between $20 million 
and $25 million. Those not qualified would have included employees with long 
periods of unemployment or sickness who received payments for a second benefit 
year in 1957-58, many of whom had more than 5 years of railroad service. On the 
other hand, the change to individual benefit years would have made it possible 
to pay some $11 million in benefits to about 22,000 employees with recent railroad 
employment who for some reason did not work enough in the base year to be 
currently qualified under the present law. 

2. The disqualification due to eligibility for or receipt of full retirement, dis- 
ability, or pension benefits under either the Railroad Retirement Act or the 
Social Security Act would have prevented payment of over $13 million to 27,000 
sickness beneficiaries and 3,000 unemployment beneficiaries, assuming they 
could all meet the proposed qualifying requirements. 

3. The 3,900 maternity beneficiaries could have received benefits in the mater- 
nity period only if disabled by some illness not related to pregnancy. This might 
have reduced the amount of benefits by about $3,600,000, and thus virtually 
eliminated payments for the maternity periods of this group. 

4. Other disqualifications would have affected many of the beneficiaries whose 
separation from a railroad job resulted from: 


1957-58 un- 
Reason Beneficiaries | employment 
benefits 


Strike_._...- 


pe pa 3 arate ta ee a 8, 800 | $684, 000 
py CI bis sian kecds tae Sain ata batt te ena aaa ae ae 13, 4 o aoas 
I co sire ts eset cence eaten ate apes ene taut cae ea ean ate ieee aa ee ae elt eal 7, 800 | , 937, 
DUI. « 6 cn cee acidbenstna ee SAR RENE Gees a ES 2, 400 | 1, 051, 000 





The extent to which these benefits would have been reduced cannot be 
determined. 

5. Still other disqualifying provisions, such as the longer disqualification for 
failure to accept suitable work, the extension of unemployment disqualifications 
to prevent payment of sickness benefits in the period of disqualification, and 
the sickness benefit disqualification for any illness starting more than 90 days 
after the employee’s last railroad work, would have reduced benefits further 
by an mount which cannot be readily estimated. 

6. Benefit rates for those who could meet the qualifying requirements would 
in some cases have been lower and in some higher than under the present law. 
As compared with the present law, the benefit rate would generally have been 
smaller for those with few dependents and larger for those with many dependents, 
excluding, of course, those eligible for the maximum rate under both sets of 
provisions. A single man, for example, would get generally 50 to 60 cents less 
per day from 60 percent of the net pay after withholding taxes as specified 
in the bill than from 50 percent of the gross as in the present act; for a man 
with a number of dependents, the reverse would be true. Also, beneficiaries 
whose benefit rates were determined from the schedule in the present law were 
generally paid at a rate higher than 50 percent of the gross daily rate of pay. 
The bill would remove this schedule, and this would in some cases have resulted 
in lower benefit rates. In 1957-58, 70 percent of the sickness benefit rates, 
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and 47 percent of the unemployment benefit rates were determined from the 
s¢hedule. 

7. Increasing the unemployment and sickness waiting period from 7 days to 
9 days, and requiring a minimum of 7 days of unemployment in order for a 
subsequent period to be compensable would, exclusive of other provisions, have 
reduced the amount of benefits about $7,900,000. 

As stated above, the estimates of the effects of the various provisions of the 
bill cannot be added together because they overlap and the duplication between 
them is unknown. With a reasonable allowance for such duplication and for 
the effect of the provisions for which no separate figure has been shown, it 
appears that the net effect might have been to reduce the number of beneficiaries 
under the program, including both unemployment and sickness, by about 70,000, 
and the amount of benefits by $40 million to $50 million. 


IMMEDIATE EFFECT ON BENEFITS AND FINANCING 


The 1957-58 benefit year was not a typical one. Railroad unemployment was 
at an unusually high level because of the 1958 recession, and the amount of 
benefits paid was the largest in any benefit year to date. For the first year 
after the effective date of the proposed changes, the bill if enacted would probably 
reduce benefits by $25 million to $30 million, since it is anticipated that in this 
year, 1959-60, benefit payments will be somewhat below the average level. 

The bill would provide a separate account from which sickness benefits would 
be paid and about half of the income to this account would be derived from the 
taxes collected from employees under the proposed Railroad Sickness Benefit 
Tax Act. However, neither this, nor the substantial reduction in the amount 
of benefits that would be paid each year could cause an immediate reduction in 
the amount of contributions paid by the railroads. The contribution rate 
schedule in the present act requires collection at the maximum rate of 3 percent 
as long as the September 30 balance in the railroad unemployment insurance 
account is, as defined for this purpose, under $250 million. Because of the low 
present balance in the unemployment account it might be 5 years before the 
contribution rate could be reduced. The bill would make no change in the 
amount of earnings taxable. 

The bill would add to the Internal Revenue Code a new subchapter to be 
known as the Railroad Sickness Benefit Tax Act. This would impose on em- 
ployees a new tax of 0.5 percent of compensation up to $350 a month, effective 
after June 30, 1959, and thus would add to the taxes paid by employees about 
$25 million a year, as follows: 

Amount of 
accrued 
Fiscal year tares 
$23, 000, 000 
24, 000, 000 
25, 000, 000 
25, 500, 000 


FUTURE COSTS 


For the future, as nearly as can be determined, it appears likely that the 
bill, if enacted, would reduce the amount of unemployment and sickness benefits 
paid by at least $30 million and perhaps by as much as $40 million. A com- 
parison of the cost under the present law with the cost if the bill is enacted is 
as follows: 


Present law | With proposed 
changes 


For unemployment-.--- 


For sickness.------ ings bépakehs ¢vnunneabeey a teacinsurecedtadebee 51,000,000 | 35, 000, 000 





Taxable payroll bencnnnsencceceeececceeeeeececesensaee-se-e2} 5,100,000 000 | — 5, 100,000, 000 


Benefits as percent of payroll-- ‘ é 2. ‘85 2.06 to 2. 25 
Administration costs as pe sreent of payroll. _ =--- ~-++------------ il .15 
Allowance for interest on balance in account III bensacsakecmentnn 10 | —.10 





Net total cost as percent of payroll_........---.----------- padel 90 | 2 11 to 2.30 
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Financing 

If the bill is enacted, the funds available for payment of benefits would be 
divided between the railroad unemployment insurance account and the pro- 
posed railroad sickness benefit account. Thus it is necessary to consider sepa- 
rately the adequacy of financing for each. 

The proposed railroad sickness benefit account would receive income from 
contributions and taxes equal to 1 percent of taxable payroll, and in addition 
would receive interest on the balance in that account. This total income should 
be more than adequate to support the benefits, since they would cost in the 
future under the bill only about 0.7 percent of payroll. 

The railroad unemployment insurance account would have available maxi- 
mum contributions equal to 2.3 percent of payroll and in addition would re- 
ceive interest on the balance in this account and any possible transfers from 
the administration fund. This should also be adequate to support the benefits 
payable, since in the long run, benefits for employment would cost probably 
less than 1.6 percent of payroll. About half of the balance in the sickness 
account would be considered part of the unemployment account on September 
30 for the purpose of determining the contribution rate applicable for a par- 
ticular year. ‘Thus, theoretically, a stituation could develop in which the sick- 
ness account balance increased while the unemployment account balance did 
not, and the resulting contribution rate might not be adequate to support the 
unemployment benefits. However, such a situation is not likely to occur for 
many years. 

Future cost to the railroads 


While no immediate reduction in employer contribution rates would occur 
if the bill is enacted, ultimately the cost of the program for the railroads would 
be reduced by approximately 1 percent of payroll. This is the net result of 
the reduction of future costs on a level basis which would result from the bill 
and the establishment of a sickness benefit account supported jointly by em- 
ployees and employers. On the basis of a $5.1 billion payroll this would amount 
ultimately to savings for the railroads of about $50 million a year. 


STATEMENT OF Mk. HABERMEYER 


As shown by an actuarial study, the proposed increase in the tax rate and 
compensation base would not, after taking into account the proposed increase in 
benefits under the Railroad Retirement Act, provide sufficient revenues to re- 
move the actuarial deficiency of the railroad retirement system, since a sub- 
stantial and unacceptable deficiency of 3.23 percent of taxable payroll would 
remain under the railroad retirement system. Congress should, I think, first 
provide the additional revenue necessary to place the retirement system on a 
sound financial basis. This is a commitment which the President of the United 
States requested and received from this committee of Congress when he signed 
the 10 percent increase in the benefit bill (Public Law 1013, 84th Cong.) on 
August 7, 1956. As a consequence, I cannot recommend the enactment of the 
proposals respecting the railroad retirement system. 

The present bill, as it would affect the provisions of the Railroad Unemploy- 
ment Insurance Act, would result in a reduction generally in the amount of 
benefits paid. By this reduction, together with the present and proposed meth- 
ods of paying for benefits to be paid, the system would have, as has been indi- 
cated, the necessary financing to support the program and would pose no prob- 
lems in this respect. Since I did not take a position with respect to the liberal- 
izations proposed in S. 226 and chose to remain neutral, I feel that I must 
likewise remain neutral and leave to your committee the policy questions in- 
volved in this bill. I would recommend that the compensation base be changed 
to $400 per month to be consistent with the base in the Railroad Retirement 
Act. The representatives of management and labor will doubtless present at 
the forthcoming hearings detailed information respecting the bill and carefully 
considered arguments in support of their respective views. 


STATEMENT OF Mr. HEALY 


I favor the enactment of S. 987 for the following reasons: 
In my several appearances before this committee, and elsewhere, I have 
earnestly urged removal of the inequities in the present Railroad Unemploy- 


1 See letter on p. 47. 
37456—59——4 
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ment Insurance Act and specifically, that unemployment benefits be denied to 
those employees— 

Who are discharged or suspended for just cause ; 

Who voluntarily quit their jobs; 

Who are on strike against the industry, or any part of it or who, not 
directly involved in such incidents, choose to remain away from their own 
duties ; 

Who are eligible for immediate age or disability annuities under the Rail- 
road Retirement or Social Security Acts; 

Who do not perform their regular work because of pregnancy or its re- 
lated ailments. 

The Board’s technical report shows that $14,868,000 were paid out in unem- 
ployment insurance benefits during the last fiscal year to employees who were 
discharged, suspended, voluntarily quit or involved in strikes. 

In October and November 1958, the Board’s Director of Research, at my 
request, prepared some estimates of the ratio of such benefits to the total unem- 


ployment insurance payments which I now respectfully offer for your consid- 
eration : 
























4 fiscal years, ) fiscal years, 
JInly 1, 1954, t '-lv 1, 1948, to 
June 30, 1958 Tune 30, 1958 

























Total unemployment insurance payments. .................-.-..-..----- $464, 849, 000 $817, 919, 090 
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Certainly, there is no justification for payment of benefits to such employees 
who, it should be remembered, contribute nothing whatever to the support of 
this social insurance system. It is to be noted, however, that S. 987 does not 
entirely close the benefit door to employees who are discharged, suspended, or 
voluntarily quit. 

The Railroad Retirement and Social Security Acts assure immediate annuities 
to those eligible workers of the Nation who retire by choice or otherwise. Why 
then, should any be permitted to defer these applications and, in the interim, 
eollect sickness or unemployment benefits, amounting to $12 or $13 million per 
year, under the Railroad Unemployment Insurance Act? 

Since only one State provides maternity benefits—and that at employee ex- 
pense only—where is the justice that requires the railroad industry to “contri- 
bute” between $3 and $4 million per annum in such cases? 

In the last fiscal year, 3,535 claimants were disqualified for failure to accept 
or apply for work, but, after such periods, were paid an aggregate of $511,295 
in unemployment insurance benefits. ° 

S. 987, it seems to me, proposes changes in the present technique that would 
be beneficial to the employees. Certainly, the elimination of the present time 
spread between the base year earnings and the benefit year would be welcomed 
particularly by those employees who are, perforce, furolughed or laid off in 
periods of heavy traffic declines due to economic or other conditions. 

The proposal that a qualifying requirement of 87 days’ work be established for 
unemployment insurance benefits is well supported by the numbers of employees 
who qualified in the past 4 years on base year earnings of less than $1,300, i.e.— 
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Board studies reveal that the majority of workers who enter railroad employ- 
ment for the first time each year do not remain—most casual workers stay for 
only a short while. This lengthier qualifying requirement could help to encour- 
age many of the younger and desirable entrants to give railroading, as a 
career, a little more thought. 

The proposal that railroad employees share with their employers the cost of 
sickness benefits is reasonable and sound. With four exceptions, the State 
systems, covering the vast majority of the industrial workers of the Nation, 
do not provide any sickness benefits. In two of those four States, the cost of 
the sickness program is borne partly by the employees, and in the other two, 
the employees pay the entire bill. 

I have, with vigor, opposed any increase in railroad retirement benefits because 
of their current and future superior advantages in comparison with social 
security and, frankly, there has been no change in my own thinking. S. 987, 
however, offers a potential compromise worthy of evaluation. 

Although management was not a consenting party to the increases granted in 
1956, its representatives volunteered to accept management’s share of that cost 
burden in order to fulfill assurances of others to the Congress, and the Presi- 
dent of the United States. 

Management, through 8S. 987, is asking the removal of the inequities in the 
Railroad Unemployment Insurance Act under which the railroad industry has 
been unduly penalized for many years. 

In a spirit of helpfulness, management offers, through S. 987, to divert the 
savings that would accrue from the correction of those inequities in the Rail- 
road Unemployment Insurance Act, in excess of its voluntary commitments on 
the cost of the 1956 amendments, to a further increase in certain benefits under 
the Railroad Retirement Act. This proposal, or compromise offer, will reduce 
the current annual actuarial deficiency of the railroad retirement system by 
some $32 million; appease somewhat the clamor for increased benefits and, it 
is hoped, promote a moratorium of several years, or at least until such time as 
the help given to the industry and its own efforts to improve its position and 
stabilize railroad employment can be properly evaluated by both management 
and currently active employees. 




























STATEMENT OF Mr. HARPER 










I seriously oppose the enactment of the bill S. 987. In my opinion the pro- 
posed increases in benefits under the railroad retirement system are insufficient 
in the light of present economic conditions, and the provisions for financing these 
new benefits and the present deficiency, as shown by the actuarial study, are 
inadequate. Also, in my judgment, the purpose and effect of the bill is to 
weaken drastically the protection now and long afforded railroad workers against 
unemployment and sickness. The bill is backward-looking in concept in that it 
would either eliminate altogether, or substantially reduce, long-established bene- 
fits which have universally been recognized as being reasonable and justifiable. 
Moreover, the bill would contravene a traditional and long-established con- 
gressional policy by imposing upon employees one-half the costs of the sickness 
benefit program. The bill, if enacted, would be unmistakably against the best 
interests of railroad employees and public policy because : 

1. The token increases in benefits under the railroad retirement system, pro- 
posed by the bill, some of which would not be increased at all, and others to a 
negligible extent, would not serve to keep the system in a reasonable relationship 
with present economic conditions as reflected in present-day wages, prices, and 
income generally. That failure would weaken rather than strengthen the 
system. 

2. The tax increase proposed in support of the system would not be anywhere 
near enough to enable the system to meet its obligations for future benefits and 
it would on an actuarial basis be insolvent. 

3. The number of employees eligible for unemployment and sickness benefits 
is greatly reduced by changes in the existing qualifying provisions and by the 
addition of a number of rigid disqualifications not now in the law. 

The bill provides for individual base years and individual benefit years for 
each individual employee under the unemployment insurance program, and the 
uniform use of the calendar year preceding the benefit year, as at present, is 
eliminated. This change alone results in the disqualification of thousands of 
employees. The amount of qualifying earnings within the base year is raised 
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from $400, as at present, to levels ranging from about $1,200 minimum to about 
$1,500 maximum, which, of course, disqualifies many more. The requirement 
of earnings from railroad employment in 6 different months of the base year, 
2 of which must be in the last half of the year, of an amount equal to what he 
would have earned in 87 days disqualifies other thousands of railroad workers 
for unemployment and sickness benefits. 

The bill abolishes the long-established congressional policy, which has been 
in effect from the very beginning of the system, for the payment of unemploy- 
ment benefits for time lost due to orderly, legitimate, and legal strikes, con- 
ducted solely to rectify or improve conditions of employment in full accord 
with the quite specific and carefully considered provisions of the Railway Labor 
Act and in full accord with the provisions of the laws and constitutions of the 
railway unions, long and universally recognized as respectable, well-run and 
responsible organizations. 

Unlike the present provisions, the bill precludes any continuance of benefits 
for an employee, even in a succeeding benefit year, after the employee has ex- 
hausted his rights to benefits in a benefit year, except where he has had new 
substantial employment. 

Employees are, in effect, permanently disqualified who voluntarily quit em- 
ployment, including those who quit under duress or provocation. 

The payment of maternity benefits as such is completely eliminated. 

The bill provides that an employee who is disqualified for unemployment 
benefits for any reason is by reason of that fact also disqualified for sickness 
benefits. 

Any employee who is, or upon application would be, entitled to full retirement, 
disability or pension benefits under either the Railroad Retirement Act or the 
Social Security Act is disqualified for either unemployment or sickness benefits 
unless his unemployment results from involuntary failure of employment. Sub- 
ject to the exception stated this provision would disqualify all railroad workers 
65 or more years of age; women employees 60 or more years of age with at 
least 30 years of railroad service; and all persons who could qualify for dis- 
ability benefits under either act. It is understating the case to refer to this 
provision as harsh. 


4. The amount of benefits payable both for unemployment and sickness is 
substantially reduced by the bill. 

Under the present law benefits are computed on the basis of aggregate 
earnings in the base year, or upon the basis of the last daily basic rate of pay, 
whichever produces the greater benefit rate. The bill at hand provides that 
the last daily basic rate in the base year shall be the sole basis for the computa- 
tion of benefits. In 1957-58, 70 percent of the sickness benefit rates and 47 
percent of the unemployment benefit rates were computed upon the basis of 
aggregate earnings in the base year. They were so computed because it pro- 
duced a higher benefit rate as provided in the present law. These figures il- 
lustrate the extent to which benefit rates would be reduced. 

The bill provides for the computation of benefit rates upon the basis of take- 
home pay, that is, benefits based upon the last daily basic rate, less the railroad 
retirement and sickness benefit tax, and the regular income tax withholding, 
applicable to such last daily basic rate. Congress in its wisdom has by pro- 
vision of law waived the payment of income taxes on railroad unemployment 
and sickness benefits. This bill would recapture such taxes for the benefit of 
the railroad unemployment insurance trust fund, which only indirectly re- 
captures for the railroads themselves the taxes which the Government has 
waived. 

5. Administration of the system would be made difficult to a degree approach- 
ing impossibility. The design and plan so carefully thought out and developed 
for easily ascertained and quickly paid benefits would be revised for the worse. 
Presently, the base year and the benefit year are fixed and uniform periods, 
known and easily understood by the employees, the railroads, and the Board. 
Facts essential to the making of determinations as to eligibility for benefits and 
no less essential in the computation of benefits are now readily available to the 
Board. That would not be true if the bill under discussion were enacted. 

Ascertainment and establishment of those facts in every individual case can 
only begin after the receipt of applications for benefits. Thereafter, in every 
ease inquiry must be made of all the employers the newly unemployed person 
has had in the previous 12 months to ascertain or verify the claim as to the 
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determining wage rate, the reasons for losing the employment, the amount of 
withholding tax, the total amount of employment and pay the claimant has 
obtained in the previous 12 months, and a specification of the months in which 
the claimant has worked. Additionally, for purposes of determining eligibility 
for full retirement, disability or pension benefits, facts as to total railroad 
service, age, sex, and physical condition together with all other information 
needed to adjudicate a claim for an annuity or monthly benefit under the Rail- 
road Retirement Act or the Social Security Act must be established. 

Since all of these time consuming inquiries and determinations must and can 
only be made after an employee has made his initial application, payment of 
benefits must and will be unreasonably delayed. In my personal judgment the 
very mechanics of adjudicating claims under the provisions of these bills will 
require from 6 to 8 weeks, and some of the more difficult cases will require 6 
months or more. 

6. One of the most objectionable features of the bill is the provision under 
which employees would be required to pay one-half the costs of the sickness 
benefit program. This would violate completely the fundamental congressional 
policy which has continued since the inauguration of the system. 


Inasmuch as hearing on bills to amend the Railroad Retirement and Railroad 
Unemployment Insurance Acts have been set for February 18, 1959, this report 
is submitted without prior clearance with the Bureau of the Budget. A copy of 
the report is being forwarded to the Bureau of the Budget today and you will 
be informed of the views of that Bureau as soon as they are received. 

By direction of the Board: 

Mary B. LINKINs, 
Secretary of the Board. 


RAILROAD RETIREMENT BOARD, 
Chicago, IU., February 27, 1959. 
Hon. Lister HILt1, 
Chairman, Committee on Labor and Public Welfare, 
U.S. Senate, Washington, D.C. 


Dear SENATOR Hitt: In my statement attached to the Board’s report on bill 
S- 987, I said “I would recommend that the compensation base be changed to 
$400 per month to be consistent with the base in the Railroad Retirement Act.” 

I did not mean to imply by this statement that the program would need the 
additional revenue which would be provided by this change. As a matter of 
fact, if this change were to be adopted, the maximum contribution rate could be 
reduced to 2% percent and the system left on a sound financial basis. 

I thought I should submit this information so there would be no misunder- 
standing on this point. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 


RAILROAD RETIREMENT BOARD, 


January 21, 1959. 
To: The Board. 


From: The Associate General Counsel. 

Subject: Amendments which the bill, S. 226, 86th Congress, Ist session, would 
make in the legislation administered by the Board and the Internal Revenue 
Service. 

The attached shows the sections of the Railroad Retirement Act, the Railroad 
Retirement Tax Act, and the Railroad Unemployment Insurance Act which 
would be amended by the bill, S. 226. 

The proposed changes in the several sections are shown by including in 
brackets all existing law to be omitted, and by italicizing all new proposals. 


Davip B. SCHREIBER, 
Associate General Counsel. 
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PART I—RAILROAD RETIREMENT ACT OF 1937 














“ANNUITIES 







“Sec. 2. (a) *** 
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[3.* Individuals who will have attained the age of sixty and will have com- 
pleted thirty years of service, but the annuity of such an individual shall be 
reduced by one one-hundred-and-eightieth for each calendar month that he is 
under age sixty-five when his annuity begins to accrue.] “3. Individuals who 
will have attained the age of sixty and will have completed thirty years of serv- 
ice or, in the case of women, who will have attained the age of sixty-two and will 
have completed less than thirty years of service, but the annuity of such indi- 
vidual shall be reduced by one one-hundred-and-eightieth for each calendar month 
that he or she is under age sixty-five when the annuity begins to accrue. 

. s * * + “ s 


“(d) No annuity shall be paid with respect to any month in which an individ- 
ual in receipt of an annuity hereunder shall render compensated service to an 
employer or to the last person by whom he was employed prior to the date on 
which the annuity began to accrue. Individuals receiving annuities shall report 
to the Board immediately all such compensated service. No annuity under para- 
graph 4 or 5 of subsection (a) of this section shall be paid to an individual with 
respect to any month in which the individual is under age sixty-five and is paid 
more than $100 in earnings from employment or self-employment of any form: 
Provided, That for purposes of this paragraph, if a payment in any one calendar 
month is for accruals in more than one calendar month, such payment shall be 
deemed to have been paid in each of the months in which accrued to the extent 
accrued in such month. Any such individual under the age of sixty-five shall 
report to the Board any such payment of earnings for such employment or self- 
employment before receipt and acceptance of an annuity for the second month 
following the month of such payment. A deduction shall be imposed, with 
respect to any such individual who fails to make such report, in the annuity or 
annuities otherwise due the individual, in an amount equal to the amount of the 
annuity for each month in which he is paid such earnings in such employment or 
self-employment, except that the first deduction imposed pursuant to this sen- 
tence shall in no case exceed an amount equal to the amount of the annuity other- 
wise due for the first month with respect to which the deduction is imposed. 
If pursuant to the third sentence of this subsection an annuity was not paid to 
an individual with respect to one or more months in any calendar year, and it is 
subsequently established that the total amount of such individual’s earnings dur- 
ing such year as determined in accordance with that sentence (but exclusive of 
earnings for services described in the first sentence of this subsection) did not 
exceed $1,200, the annuity with respect to such month or months, and any deduc- 
tion imposed by reason of the failure to report earnings for such month or months 
under the fifth sentence of this subsection, shall then be payable. If the total 
amount of such individual’s earnings during such year (exclusive of earnings for 
services described in the first sentence of this subsection) is in excess of $1,200, 
the number of months in such year with respect to which an annuity is not pay- 
able by reason of such third and fifth sentences shall not exceed one month for 
each $100 of such excess, treating the last $50 or more of such excess as $100; 
and if the amount of the annuity has changed during such year, any payments 
of annuity which become* payable solely by reason of the limitation contained 
in this sentence shall be made first with respect to the month or months for which 
the annuity is larger. 


“(e) Spousr’s ANNUITY.—The spouse of an individual, if— 
(i) ss * 
























































“(ii) such spouse has attained the age of 65 or in the case of a wife, has 
in her care (individually or jointly with her husband) a child who, if her 
husband were then to die, would be entitled to a child’s annuity under sub- 
section (c) of section 5 of this Act, 


1 Beginning quote before “3” in line one on page 2 of the bill has been omitted. 
2 The word “became” in line 5 on page 3 of the bill should be “‘become.”’ 









AMENDING THE RAILROAD RETIREMENT ACT OF 1937 49 


shall be entitled to a spouse’s annuity equal to one-half of such individual’s 
annuity or pension, but not more, with respect to any month, [than an amount] 
than 110 per centum of an amount equal to the maximum amount which could be 
paid to anyone, with respect to such month, as a wife’s insurance benefit under 
section 202(b) of the Social Security Act as amended from time to time: 
Provided, however, That if the annuity of the individual is awarded under para- 
graph 3 of subsection (a), the spouse’s annuity shall be computed or recomputed 
as though such individual had been awarded the annuity to which he would 
have been entitled under paragraph 1 of said subsection: Provided further, 
That, if the annuity of the individual is awarded pursuant to a joint and sur- 
vivor election, the spouse’s annuity shall be computed or recomputed as though 
such individual had not made a joint and survivor election: And provided fur- 
ther, That any spouse's annuity shall be reduced by the amount of any annuity 
and the amount of any monthly insurance benefit, other than a wife’s or hus- 
band's insurance benefit, to which such spouse is entitled, or on proper application 
would be entitled, under subsection (a) of this section or subsection (d) of sec- 
tion 5 of this Act or section 202 of the Social Security Act; except that if such 
spouse is disentitled to a wife’s or husband's insurance benefit, or has had such 
benefit reduced, by reason of subsection (kK) of section 202 of the Social Security 
Act, the reduction pursuant to this third proviso shall be only in the amount by 
which such spouse’s monthly insurance benefit under said Act exceeds the 
wife’s or husband’s insurance benefit to which such spouse would have been 
entitled under that Act but for said subsection (k). 

“(f) *** 

“(g) The spouse’s annuity provided in subsection (e) shall, with respect 
to any month, be subject to the same provisions of subsection (d) as the individ- 
ual’s annuity, and, in addition, the spouse’s annuity shall not be payable for 
any month if the individual’s annuity is not payable for such month (or, in the 
case of a pensioner, would not be payable if the pension were an annuity) by 
reason of the provisions of said subsection (d). Such spouse’s annuity shall 
cease at the end of the month preceding the month in which (i) the spouse or 
the individual dies, (ii) the spouse and the individual are absolutely divorced, 
or (iii), in the case of a wife under age 65 (other than a wife who is receiving 
such annuity by reason of an election under subsection (h)), she no longer has 
in her care a child who, if her husband were then to die, would be entitled to 
an annuity under subsection (c) of section 5 of this Act. 

“(h) A spouse who would be entitled to an annuity under subsection (e) if 
she or he has attained the age of 65 may elect upon or after attaining the age 
62 to receive such annuity, but the annuity in any such case shall be reduced by 
one one-hundred-and-eightieth for each calendar month that the spouse is under 
age 65 when the annuity begins to accrue. 


“COMPUTATION OF ANNUITIES 


“Sec. 3. (a) The annuity shall be computed by multiplying an individual’s 
‘years of service’ by the following percentages of his ‘monthly compensation’ : 
[3.04] 3.35 per centum of the first $50; [2.28] 2.15 per centum of the next $100; 
and [1.52] 1.67 per centum of the next [$200] $250. 

“(b) s* 

“(c) The ‘monthly compensation’ shall be the average compensation paid to 
an employee with respect to calendar months included in his ‘years of service’, 
except (1) that with respect to service prior to January 1, 1937, the monthly 
compensation shall be the average compensation paid to an employee with re- 
spect to calendar months included in his years of service in the years 1924-1931, 
and (2) the amount of compensation paid or attributable as paid to him with re- 
spect to each month of service before September 1941 as a station employee 
whose duties consisted of or included the carrying of passengers’ hand baggage 
and otherwise assisting passengers at passenger stations and whose remunera- 
tion for service to the employer was, in whole or in substantial part, in the forms 
of tips, shall be the monthly average of the compensation paid to him as a sta- 
tion employee in his months of service in the period September 1940—August 1941: 
Provided, however, That where service in the period 1924-1931 in the one case, 
or in the period September 1940—August 1941 in the other case, is, in the judg- 
ment of the Board, insufficient to constitute a fair and equitable basis for deter- 
mining the amount of compensation paid or attributable as paid to him in 
each month of service before 1937, or September 1941, respectively, the Board 
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shall determine the amount of such compensation for each such month in such 
manner as in its judgment shall be fair and equitable. In computing the monthly 
compensation, no part of any month’s compensation in excess of $300 for any 
month before July 1, 1954, or in excess of $350 for any month after June 30, 
1954, and before January 1, 1959, or in excess of $400 for any month after Decem- 
ber 81, 1958, shall be recognized. If the employee earned compensation in service 
after June 30, 1937, and after the last day of the calendar year in which he 
attained age sixty-five, such compensation and service shall be disregarded in 
computing the monthly compensation if the result of taking such compensation 
into account in such computation would be to diminish his annuity. If the 
‘monthly compensation’ computed under this subsection is not a multiple of $1, it 
shall be rounded to the next lower multiple of $1. 

“ay es? 

“(e) In the ease of an individual having a current connection with the railroad 
industry, the minimum annuity payable shall, before any reduction pursuant to 
section 2(a) 3, be whichever of the following is the least: (1) [$4.55] $5.00 mul- 
tiplied by the number of his years of service; or (2) [$75.90] $83.50: or (3) 
[his monthly compensation] 110 per centum of his monthly compensation: Pro- 
vided, however, That if for any entire month in which an annuity accrues and is 
payable under this Act the annuity to which an employee is entitled under this 
Act (or would have been entitled except for a reduction pursuant to section 2(a) 
3 or a joint and survivor election), together with his or her spouse’s annuity, if 
any, or the total of survivor annuities under this Act deriving from the same em- 
ployee, [is less than the amount, or the additional amount] is less than 110 per 
centum of the amount, or 110 per centum of the additional amount, which would 
have been payable to all persons for such month under the Social Security Act 
(deeming completely and partially insured individuals to be fully and currently 
insured, respectively, individuals entitled to insurance annuities under subsec- 
tions (a) and (d) of section 5 to have attained age sixty-five, women entitled 
to spouse’s annuities pursuant to elections made under subsection (h) of section 
2 to he entitled to wife’s insurance benefits determined under section 20(@) of 
the Social Security Act,.and individuals entitled to insurance annuities under sub- 
section (c) of section 5 on the basis of disability to be less than eighteen years of 
age, and disregarding any possible deductions under subsections (f) and (g) (2) 
of section 203 of the Social Security Act) if such employee's service as an em- 
ployee after December 31, 1936, were included in the term ‘employment’ as de- 
fined in that Act and quarters of coverage were determined in accordance with 
section 5(1)(4) of this Act, such annuity or annuities, shall be increased pro- 
portionately to a total of [such amount or such additional amount] 110 per 
centum of such amount or 110 per centum of such additional amount. 

* * * * re * 























“ANNUITIES AND LUMP SUMS FOR SURVIVORS 


“Sec. 5.(a) * * * 
“(f) Lomp-Scum PAYMENT.—(1) * * * 
(2) Whenever it shall appear, with respect to the death of an employee on 
or after January 1, 1947, that no benefits, or no further benefits, other than 
benefits payable to a widow, widower, or parent upon attaining age sixty at a 
future date, will be payable under this section or, pursuant to subsection (k) of 
this section, upon attaining retirement age (as defined in section 216(a) of the 
Social Seenrity Act) at a future date, will be payable under title II of the 
Social Security Act, as amended, there shall be paid to such person or persons 
as the deceased employee may have designated by a writing filed with the Board 
prior to his or her death, or if there be no designation, to the following person 
(or, if more than one, in equal shares to the persons) whose relationship to the 
deceased employee will have been determined by the Board and who will not 
have died before receiving payment of the lump sum provided for in this 
paragraph: 
“(ij) the widow or widower of the deceased employee who was living 
with such employee at the time of such employee’s death; or 
“(ii) if there be no such widow or widower, to any child or children of 
such employee: or 
“(iii) if there be no such widow, widower, or child, to any grandchild or 
grandchildren of such employee: or 
“(iv) if there be no such widow, widower, child, or grandchild, to any 
parent or parents of such employee; or 
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“(v) if there be no such widow, widower, child, grandchild, or parent, to 
any brother or sister of such employee ; or 
“(vi) if there be no such widow, widower, child, grandchild, parent, 

brother, or sister, to the estate of such employee, 
a lump sum in an amount equal to the sum of 4 per centum of his or her com- 
pensation paid after December 31, 1936, and prior to January 1, 1947, [and 7 
per centum of his or her compensation after December 31, 1946 (exclusive in 
both cases of compensation in excess of $300 for any month before July 1, 1954, 
and in the latter case in excess of $350 for any month after June 30, 1954),] 
plus 7 per centum of his or her compensation paid after December 31, 1946, and 
before January 1, 1959, plus 7% per centum of his or her compensation paid 
after December 31, 1958, and before January 1, 1962, plus 8 per centum of his or 
her compensation paid after December 31, 1961 (exclusive of compensation in 
excess of $300 for any month before July 1, 1954, and in excess of $350 for any 
month after June 30, 1954, and before January 1, 1959, and in excess of $400 for 
any month after December 31, 1958), minus the sum of all benefits paid to him 
or her, and to others deriving ‘from him or her, during his or her life, or to 
others by reason of his or her death, under this Act, and pursuant to subsection 
(k) of this section, under title II of the Social Security Act, as amended: Pro- 
vided, however, That if the employee is survived by a widow, widower, or parent 
who may upon attaining age sixty be entitled to further benefits under this sec- 
tion, or pursuant to subsection (k) of this section, upon attaining retirement 
age (as defined in section 216(a) of the Social Security Act) be entitled to 
further benefits under title II of the Social Security Act, as amended, such lump 
sum shall not be paid unless such widow, widower, or parent makes and files 
with the Board an irrevocable election, in such form as the Board may pre- 
scribe, to have such lump sum paid in lieu of all benefits to which such widow, 
widower, or parent might otherwise become entitled under this section or, pur- 
suant to subsection (k) of this section, under title II of the Social Security 
Act, as amended. Such election shall be legally effective according to its terms. 
Nothing in this section shall operate to deprive a widow, widower, or parent 
making such election of any insurance benefits under title II of the Social Se- 
curity Act, as amended, to which such widow, widower, or parent would have 
been entitled had this section not been enacted. The term ‘benefits’ as used in 
this paragraph includes all annuities payable under this Act, lump sums payable 
under paragraph (1) of this subsection, and insurance benefits and lump-sum 
payments under title II of the Social Security Act, as amended, pursuant to 
subsection (k) of this section, except that the deductions of the benefits which, 
pursuant to subsection (k)(1) of this section, are pair under title II of the 
Social Security Act, during the life of the employee to him or to her and to 
others deriving from him or her, shall be limited to such portions of such ben- 
efits as are payable solely by reason of the inclusion of service as an employee 
in ‘employment’ pursuant to said subsection (k) (1). 

* * * * * * * 


“(h) MAxIMUM AND MINIMUM ANNuITY ToTats.—Whenever according to the 
provisions of this section as to annuities, payable for a month with respect to the 
death of an employee, the total of annuities is more than [$33] $36.30 and ex- 
ceeds either (a) [$176] $193.60, or (b) an amount equal to two and two-thirds 
times such employee’s basic amount, whichever of such amounts is the lesser, such 
total of annuities shall, after any deductions under subsection (i), be reduced to 
such lesser amount or to [$33] $36.30, whichever is greater. Whenever such 
total of annuities is less than [$15.40] $16.95, such total shall, prior to any deduc- 
tions under subsection (i), be increased to [$15.40] $16.95. 

“(i) Deductions from Annuities—(1) * * * 

(i) ** * 

“(ii) will have been under the age of seventy-two and for which month 
he is charged with any earnings under section 203(e) of the Social Security 
Act [or in which month he engaged on seven or more different calendar days 
in noncovered remunerative activity outside the United States (as defined 
in section 203(k) of the Social Security Act)] or, having engaged in any ac- 
tivity outside the United States, would be charged under such section 203 (e) 
with any earnings derived from such activity if it had been an activity 
within the United States; and for purposes of this subdivision the Board 
shall have the authority to make such determinations and such suspensions 
of payment of benefits in the manner and to the extent that the Secretary 





52 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


of Health, Education, and Welfare would be authorized to do so under sec- 
tion 203(g)(3) of the Social Security Act if the individuals to whom this 
subdivision applies were entitled to benefits under section 202 of such Act; or 

"(i) *'S'? 

* * ” * * + + 

“(1) DEFINITION :—For the purpose of this section the term “employee’ in- 
cludes an individual who will have been an ‘employee,’ and— 

Pei) ** € 

“(9) An employee’s ‘average monthly remuneration’ shall mean the quotient 
obtained by dividing (A) the sum of (i) the compensation paid to him after 1936 
and before the employee's closing date, eliminating any excess over $300 for any 
calendar month before July 1, 1954, [and] any excess over $350 for any calendar 
month after June 30, 1954, and before January 1, 1959, and any excess over $400 
for any calendar month after December 31, 1958, and (ii) if such compensation 
for any calendar year before 1955 is less than $3,600 or for any calendar year 
after 1954 and before 1959 is less than $4,200, or for any calendar year after 
1958 is less than $4,800, and the average monthly remuneration computed on 
compensation alone is less than [$350] $400 and the employee has earned in 
such calendar year ‘wages’ as defined in paragraph (6) hereof, such wages, in 
an amount not to exceed the difference between the compensation for such year 
and $3,600 for years before 1955 [and $4,200 for years after 1954, by] , $4,200 
for years after 1954 and before 1959, and $4,800 for years after 1958, by (B) 
three times the number of quarters elapsing after 1936 and before the employee's 
closing date: Provided, That for the period prior to and including the calendar 
year in which he will have attained the age of twenty-two there shall be in- 
cluded in the divisor not more than three times the number of quarters of cov- 
erage in such period: Provided, further, That there shall be excluded from the 
divisor any calendar quarter which is not a quarter of coverage and during any 
part of which a retirement annuity will have been payable to him. An em- 
ployee’s ‘closing date’ shall mean (A) the first day of the first calendar year in 
which such employee both had attained age 65 and was completely insured; or 
(B) the first day of the calendar year in which such employee died; or (C) the 
first day of the calendar year following the year in which such employee died, 
whichever would produce the highest ‘average monthly remuneration’ as defined 
in the preceding sentence. If the amount of the ‘average monthly remuneration’ 
as computed under this paragraph is not a multiple of $1, it shall be rounded to 
the next lower multiple of $1. ; 

* + a * * a * 

“(10) The term ‘basic amount’ shall mean— 

“(i) for an employee who will have been partially insured, or completely 
insured sulely by virtue of paragraph (7) (i) or (7) (ii) or both: the sum 
of (A) [44] 49 per centum of his average monthly remuneration, up to and 
including $75; plus (B) [11] 72 per centum of such average monthly re- 
muneration exceeding $75 and up to and including [$350] $400, plus (C) 1 
per centum of the sum of (A) plus (B) multiplied by the number of years 
after 1936 in each of which the compensation, wages, or both, paid to him 
will have been equal to $200 or more; if the basic amount, thus computed, 
is less than [$15.40] $16.95 it shall be increased to [$15.40] $16.95; 

“(ii) for an employee who will have been completely insured solely by 
virtue of paragraph (7) (iii) : the sum of [44] 49 per centum of his monthly 
compensation if an annuity will have been payable to him, or, if a pension 
will have been payable to him, [44] 49 per centum of the average monthly 
earnings on which such pension was computed, up to and including $75, plus 
[11] 12 per centum of such compensation or earnings exceeding $75 and up 
to and including $300. If the average monthly earnings on which a pension 
payable to him was computed are not ascertainable from the records in 
the possession of the Board, the amount computed under this subdivision 
shall be [$36.66] $40.33, except that if the pension payable to him was less 
than [$27.50] $30.25, such amount shall be four-thirds of the amount of the 
pension or [$14.66] $16.13, whichever is greater. The term ‘monthly com- 
pensation’ shall, for the purposes of this subdivision, mean the monthly 
compensation used in computing the annuity ; 

“(iii) * * * 


* * * * « 6 
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PART II—RAILROAD RETIREMENT TAX ACT 
Subchapter A—Tax on Employees 


Sec. 3201. Rate of tax. 
Sec. 3202. Deduction of tax from compensation. 


SEC. 3201. RATE OF TAX. 


In addition to other taxes, there is hereby imposed on the income of every 
employee a tax equal to [6-14 percent of so much of the compensation paid to 
ca after December 31, 1954, for services rendered by him after such 
date jJ— 

(1) 6-% percent of so much of the compensation paid to such employee 
for services rendered by him after December 31, 1958, and before January 1, 
1962, and 
(2) 7-14 percent of so much of the compensation paid to such employee for 
services rendered by him after December 31, 1961, 
as is not in excess of [$350] $400 for any calendar month[.] : Provided, That 
the rate of tax imposed by this section shall be increased, with respect to compen- 
sation paid for services rendered after December 31, 1964, by a number of per- 
centage points (including fractional points) equal at any given time to the 
number of percentage points (including fractional points) by which the rate of 
tax imposed with respect to wages by section 3101 at such time exceeds the rate 
provided by paragraph (2) of such section 3101 as amended by the Social Security 
Amendments of 1956. 
SEC. 3202. DEDUCTION OF TAX FROM COMPENSATION. 


(a) REQUIREMENTS.—The tax imposed by section 3201 shall be collected by 
the employer of the taxpayer by deducting the amount of the tax from the 
compensation of the employee as and when paid. If an employee is paid com- 
pensation [after December 31, 1954] after December 31, 1958, by more than one 
employer for services rendered during any calendar month [after 1954] after 
1958 and the aggregate of such compensation is in excess of [$650] $490, the tax 
to be deducted by each employer other than a subordinate unit of a national 
railway-labor-organization employer from the compensation paid by him to the 
employee with respect to such month shall be that proportion of the tax with 
respect to such compensation paid by all such employers which the compensa- 
tion paid by him [after December 31, 1954] after December 31, 1958, to the em- 
ployee for services rendered during such month bears to the total compensation 
paid by all such employers [after December 31, 1954] after December 31, 1958, 
to such employee for services rendered during such month; and in the event 
that the compensation so paid by such employers to the employee for services 
rendered during such month is less than [$350] $400, each subordinate unit of a 
national railway-labor-organization employer shall deduct such proportion of 
any additional tax as the compensation paid by such employer [after December 31, 
1954] after December 31, 1958, to such employee for services rendered curing 
such month bears to the total compensation paid by all such employers [after 
December 31, 1954] after December 31, 1958, to such employee fur services 
rendered during such month. 

(b) INDEMNIFICATION OF EMPLOYER.—Every employer required under sub- 
section (a) to deduct the tax shall be made liable for the payment of such tax 
and shall not be liable to any person for the amount of any such payment. 


Subchapter B—Tax on Employee Representative 


Sec. 3211. Rate of tax. 
Sec. 3212. Determination of compensation. 


SEC. 3211. RATE OF TAX. 


In addition to other taxes, there is hereby imposed on the income of each 
employee representative a tax equal to [12% percent of so much of the com- 
pensation, paid to such employee representative after December 31, 1954, for 
services rendered by him after such date]}— 


(1) 18% percent of 80 much of the compensation paid to such employee 
representative for services rendered by him after December 31, 1958, and 
before January 1, 1962, and 

(2) 14% percent of so much of the compensation paid to such employee 
representative for services rendered by him after December 31, 1961, 
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as is not in excess of [$350] $400 for any calendar month[.] : Provided, That 
the rate of tax imposed by this section shall be increased, with respect to com- 
pensation paid for services rendered after December 31, 1964, by a number of 
percentage points (including fractional points) equal at any given time to twice 
the number of percentage points (including fractional points) by which the rate 
of the tax imposed with respect to wages by section 3101 at such time exceeds 
the rate provided by paragraph (2) of such section 3101 as amended by the 
Social Security Amendments of 1956. 


* * - . * * * 


Subchapter C—Tax on Employers 


Sec. 3221. Rate of tax. 
SEC. 3221. RATE OF TAX. 

[In addition to other taxes, there is hereby imposed on every employer an ex- 
cise tax, with respect to having individuals in his employ, equal to 64 percent 
of so much of the compensation paid by such employer after December 31, 1954, 
for services rendered to him after December 31, 1954, as is, with respect to any 
employee for any calendar month, not in excess of $350] (a) In addition to 
other taxes, there is hereby imposed on every employer an excise tax, with re- 
spect to having individuals in his employ, equal to— 


(1) 6% percent of so much of the compensation paid by such employer 
for services rendered to him after December 31, 1958, and before January 
1, 1962, and 

(2) 744 percent of so much of the compensation paid by such employer 
for services rendered to him after December 31, 1961, 


as is, with respect to any employee for any calendar month, not in excess of 
$400,° except that if an employee is paid compensation after December 31. 
[1954] 1958, by more than one employer for services rendered during any cal- 
endar month after [1954] 1958 the tax imposed by this section shall apply to 
not more than [$350] $400 of the aggregate compensation paid to such employee 
by all such employers after December 31, [1954] 1958, for services rendered dur- 
ing such month, and each employer other than a subordinate unit of a national 
railway-labor-organization employer shall be liable for that proportion of the 
tax with respect to such compensation paid by all such employers which the com- 
pensation paid by him after December 31, [1954] 1958, to the employee for 
services rendered during such month bears to the total compensation paid by 
all such employers after December 31, [1954] 1958, to such employee for serv- 
ices rendered during such month; and in the event that the compensation so paid 
by such employers to the employee for services rendered during such month is 
less than [$350] $400, each subordinate unit of a national railway-labor-organ- 
ization employer shall be liable for such proportion of any additional tax as the 
compensation paid by such employer after December 31, [1954] 1958, to such 
employee for services rendered during such month bears to the total compensa- 
tion paid by all such employers after December 31, [1954] 1958, to such em- 
ployee for services rendered during such month. 

(b) The rate of tax imposed by subsection (a) shall be increased with re- 
spect to compensation paid for services rendered after December 31, 1964, by a 
number of percentage points (including fractional points) equal at any given 
time to the number of percentage points (including fractional points) by which 
the rate of the tax imposed with respect to wages by section 3111 at such time 
exceeds the rate provided by paragraph (2) of such section 3111 as amended 
by the Social Security Amendments of 1956. 

* * 
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PART III—RAILROAD UNEMPLOYMENT INSURANCE ACT 
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DEFINITIONS 


Section 1. For the purposes of this Act, except when used in amending the 
provisions of other Acts— 
(a) *x** * 


* 









* * * * * * 









3 In line 24 on page 10 of the bill, the period after “$400” should be after the quote. 
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(i) The term “compensation” means any form of money remuneration, in- 
cluding pay for time lost but excluding tips, paid for services rendered as an 
employee to one or more employers, or as an employee representative [: Pro- 
vided, however, That in computing the compensation paid to any employee with 
respect to any calendar month before July 1, 1954, no part of any compensation 
in excess of $300 shall be recognized, and with respect to any calendar month 
after June 30, 1954, no part of any compensation in excess of $350 shall be 
recognized] : Provided, however, That in computing the compensation paid to 
any employee, no part of any month’s compensation in excess of $300 for any 
month before July 1, 1954, or in excess of $350 for any month after June 30, 
1954, and before January 1, 1959, or in excess of $400 for any month after 
December 31, 1958, shall be recognized. A payment made by an employer to an 
individual through the employer’s payroll shall be presumed, in the absence 
of evidence to the contrary, to be compensation for service rendered by such 
individual as an employee of the employer in the period with respect to whieh 
the payment is made. An employee shall be deemed to be paid, “for time lost” 
the amount he is paid by an employer with respect to an identifiable period of 
absence from the active service of the employer, including absence on account 
of personal injury, and the amount he is paid by the employer for loss of 
earnings resulting from his displacement to a less remunerative postion or 
occupation. * * * 


* * * x * * * 
BENEFITS 


Sec. 2. (a) Benefits shall be payable to any qualified employee (i) [for each 
day of unemployment in excess of seven during the first registration period, 
within a benefit year, in which he will have had seven or more days of unem- 
ployment, and for each day of unemployment in excess of four during any 
subsequent registration period in the same benefit year, and] for each day of 
unemployment in excess of four during any registration period, and (ii) for 
each day of sickness (other than a day of sickness in a maternity period) in 
excess of seven during the first registration period, within a benefit year, in 
which he will have had seven or more such days of sickness, and for each such 
day of sickness in excess of four during any subsequent registration period in 
the same benefit year, and (iii) for each day of sickness in a maternity period. 

The benefits payable to any such employee for each such day of unemploy- 
ment or sickness shall be the amount appearing in the following table in 
column II on the line on which, in column I, appears the compensation range 
containing his total compensation with respect to employment in his base year: 


Column 
: II 
Daily 
(Column I benefit 
Total compensation rate 
I acini an de Sdck igre cl aati dainn hha i A cea da dh en iabdtanci iptecei ining mearmactien atl $3. 50 
A ag a rcs Sa nade cla coisa tine iain a cases ep aia atte da asks Asai dane aletinnd ata 4. 00 
ore tS See SP ee ee eA EES, es Er ee eee eee ey 4. 50 
INC: Gah ca lod cit poly hnescdyies ns esitiphen ls cig Deets dainiissctibinn get terns cient layin taaieteshubalipiounte dies 5. 00 
31'300 en RN iss cine nth ccd eh ts inn alain ies lca nalibag ate aca ee ini 5. 50 
$1,600 to $1,999.99 Sas Daceeinre desea tse eg ts thd asap in in taoes grt Asicaein conan apt ocig ainco te Reon ee aha ade 6. 00 
Te OS CE cs Si itech ah ba hs ep hitachi ected ents caetingsenincielias th auc illadic tania otelsnep allen 6. 50 
SO ‘Ci cha th he a. Sp hnidlintegpn Gaetan a Stine a dienin dig tei Rieti indie 7. 00 
SI III ita dail a i Rs a inl ds ee ee a 7. 50 
Se le II oie chess Srsserecciene Dierasntie tb sieescardh Gl ante ectonina tacapanaislmmatnenintaasane eater eee 8. 00 
ge Sa UP eee ied Re a) i ee eee ee 8. 50] 
Column 
II 
ees I —— 
Jolumn Benefit 
Total Compensation; Rate 
SOO Ce. SROD. OD ain in ae nt hig efit émcie aimmnenaenias $4. 50 
TOE Oe PCR terre deen entemidlant ap tn as crane dhen aie printer ae ina ed iianaiaaaieas ananiak cada 5. 00 
£600 He RB9G 006i anki. 3i- cecil bodies eet oh 5. 50 
LOGO 60,3, 598,08 pene tee <aink pine rs 6 legen sent adensdoigeees eee 6.00 
SP Oe ee siecle scene cya on a inno connotes erin ast onder cE ee aE EE 6. 50 
E006 00 6,199.99 ncccdcmeeccncces cesses cena ccnensncneedeneuemumnnadanms 7.00 
SOO0 Oe BAOO. 0 acorn enn Sa CRMEMO DELEON oo sth kee 7. 50 
ee a ECL OR OR EES AY 8.00 
B BOO tO 9:099:99 1456496 poe mn eee pee eqmind hep ape mwesinne tl eciminnsnse 8.50 
Sp Be Tg a ce Oe isin en netics cs canal icin sin cet aepepe cecmami peta encanta techn a la 9, 00 
S BOO 60 CORO Oa cigs tintin atime mina eatin ane deat aia nae tee 9. 50 


4,000 and over 
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Provided, however, That if the daily benefit rate in column II with respect to 
any employee is less than an amount equal to [50] 60 per centum of the daily 
rate of compensation for the employee's last employment in which he engaged 
for an employer in the base year, such rate shall be increased to such amount 
but not to exceed [$8.50] $10.20. The daily rate of compensation referred to 
in the last sentence shall be as determined by the Board on the basis of infor- 
mation furnished to the Board by the employee, his employer, or both. 

= o 7 . * e a 


(c) The maximum number of days of unemployment within a benefit year for 
which benefits may be paid to an employee shall be one hundred and thirty, and 
the mzx.mum number of days of sickness, other than days of sickness in a ma- 
ternity period, within a benefit year for which benefits may be paid to an em- 
ployee shall be one hun¢red and thirty : Provided, however, That the total amount 
of benefits which may be paid to an employee for days of unemployment within a 
benefit year shall in no case exceed the employee’s compensation in the base 
year; the total amount of benefits which may be paid to an employee for days of 
sickness, other than days of sickness in a maternity period, within a benefit year 
shall in no case exceed the employee’s compensation in the base year; and the 
total amount of benefits which may be paid to an employee for days of sickness 
in a maternity period shall in no case exceed the employee’s compensation in the 
base \ear on the basis of which the employee was determined to be qualified for 
benefits in such maternity period[.] : And provided, further, That, with respect 
to an employee who has ten or more years of service as defined in section 1(f) of 
the Railroad Retirement Act of 1937, who did not voluntarily leave work without 
good cause or voluntarily retire, and who had current rights to normal benefits 
for days of unemployment in a benefit year but has erhausted such rights, the 
benefit year in which such rights are erhausted shall be deemed not to be ended 
until the last day of the catended benefit period determined under the following 
schedule, and the maximum number of days of, and amount of payment for, 
unemployment within such benefit year for which benefits may be paid to the 
employce shall be enlarged to include all compensable days of unemployment 
within such extended benefit period: 
























































The extended benefit period shall be- 
gin on the first day of unemploy- 
ment following the day on which 
the employee exhausted his then 
current rights to normal benefits 
for days of unemployment and 
shall continue for succ’ssive four- 
teen-day periods (each of which 
periods shall constitute a reqis- 
tration period) until the number 
of such fourteen-day periods 


If the employce’s “years of acrvice” total— totals 
ND WU UNNI BO aa cnc pre geen eo etaba tials 7 (but not more than 65 days) 
Ber OUT Soh ck eee deen ceetenneneudantie 13 


but no such extended benefit period shall extend beyond the beginning of the first 
registration period in a benefit year in which the employee is again qualified for 
bencfits in accordance with section 3 of this Act on the basis of compensation 
earned after the first of such successive fourteen-day periods has begun. For 
an emplovee who has ten or more years of service, who did not voluntarily leave 
work without good cause or voluntarily retire, who has fourteen or more con- 
secutive days of unemployment, and who is not a “qualified employee” for the 
general benefit year current when such unemployment commences but is or be- 
comes a “qualified employee” for the next succeeding general benefit year, such 
succeeding benefit year shall, in his case, begin on the first day of the month 
in which such unemployment commences. 


* * * * 





QUALIFYING CONDITION 





Sec. 3. An employee shall be a “qualified employee” if the Board finds that his 
compensation will have been not less than [$400] $500 with respect to the base 
year. 

DISQUALIFYING CONDITIONS 


Sec. 4. (a-1) There shall not be considered as a day of unemployment or as a 
day of sickness, with respect to any employee— 
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(a-—2) There shall not be considered as a day of unemployment, with respect to 
any employee— 

(i) * * * 

(ii) * * * 

(iii) subject to the provisions of subsection (b) of this section, any day 
with respect to which the Board finds that his unemployment was due to a 
stoppage of work because of a strike in the establishment, premises, or enter- 
prise ut which he was last employed, and the Board finds that such strike 
was commenced in violation of the provisions of the Railway Labor Act or 
in violation of the established rules and practices of a bona fide labor organ- 
ization of which he was a membei[;]. 

[(iv) any day which is a Sunday or which the Board finds is generally 
observed as a holiday in the locality in which he registered for such day, 
unless such day was immediately preceded by a day of unemployment and 
immediately followed by a day of unemployment or was the last day in a 
registration period and was immediately preceded by a day of unemploy- 
ment: Provided, That if two or more consecutive days are a Sunday and one 
or more holidays, then with respect to any employee such consecutive days 
shall not be considered as days of unemployment unless they were imme- 
diately preceded by a day of unemployment and immediately followed by a 
day of unemployment or the last of such days was the last day of a registra- 
tion period and such days were immediately preceded by a day of unem- 
ployment.] 


* * * * * * * 


CONTRIBUTIONS 


Sec. 8. (a) Every employer shall pay a contribution, with respect to having 
employees in his service, equal to the percentage determined as set forth below 
of so much of the compensation as is not in excess of $300 for any calendar 
month paid by him to any employee for services rendered to him after June 
30, 1939, and before July 1, 1954, and is not in excess of $350 for any calendar 
month paid by him to any employee for services rendered to him after June 30, 
1954, and before January 1, 1959, and is not in excess of $400 for any calendar 
month paid by him to any employee for services rendered to him after December 
81, 1958: Provided, however, That if compensation is paid to an employee by 
more than one employer with respect to any such calendar month, the con- 
tributions required by this subsection shall apply to not more than $300 for any 
month before July 1, 1954, and to not more than $350 for any month after 
June 30, 1954, and before January 1, 1959, and to not more than $400 for any 
month after December 31, 1958, of the aggregate compensation paid to said em- 
ployee by all said employers with respect to such calendar month, and each 
employer other than a subordinate unit of a national railway-labor-organiza- 
tion employer shall be liable for that proportion of the contribution with respect 
to such compensation paid by all such employers which the compensation paid by 
him after December 31, 1946, to the employee for services during any calendar 
month after 1946 bears to the total compensation paid by all such employers 
after December 31, 1946, to such employee for services rendered during such 
month; and in the event that the compensation so paid by such employers to 
the employee for services rendered during such month is less than $300 if such 
‘month is before July 1, 1954, or less than $350 if such month is after June 
30, 1954, and before January 1, 1959, or less than $400 if such month is after 
December 31, 1958, each subordinate unit of a national railway-labor-organiza- 
tion employer shall be liable for such proportion of any additional contribution 
as the compensation paid by such employer after December 31, 1946, to such em- 
ployee for services rendered during such month bears to the total compensation 
paid by all such employers after December 31, 1946, to such employee for 
services rendered during such month: 

1. With respect to compensation paid prior to January 1, 1948, the rate shall be 
3 per centum ; 
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2. With respect to compensation paid after December 31, [1947] 1958, the rate 
shall be as follows: 


If the balance to the credit of the railroad unemployment The rate with respect to com- 


insurance account as of the close of business on Sep- pensation paid during the 
tember 30 of any year, as determined by the Board, next succeeding calendar 
is: year shall be: 
AI CIT tt BAN cin scndeedeesetped dretinhnn itt ecbmdern mann miepie a arenp es % percent 
$400,000,000 or more but less than $450,000,000____.______-_---__-------- 1 percent 
$350,000,000 or more but less than $400,000,000_________---__-_-------- 1% percent 
$300,000,000 or more but less than $350,000,000________-_--_-_---------- 2 percent 
$250,000,000 or more but less than $300,000,000____________----_------- 2% percent 
EI8GS CREM BIO U00 NOC nc ennciccicamnnn iin mm neiginp pei cmpaie iene wy mies 3 percent] 
Percent 
SEP Oe ee COO OF MCs 6 Sheen sen e enn Ei db die Be apis obi nin ppewwn 1% 
$400,000,000 or more but less than $450,000,000_____----_~---_--~--~~~~~------~-- 2 
$350 ,000,000. or,.more but lees than $400,000,000...........--........-..~...~..- - 2% 
SLOG SSO .00e Or . More Bal Tass. THOR FESO eee COC nce ee es sedasoapeceasenn 8 
E06 Bead COOE SUE Wl e oo a dia ee en nk 2 ei oS eee 8% 


As soon as practicable following the enactment of this Act, the Board shall 
determine and proclaim the balance to the credit of the account as of the close’ 
of business on September 30, 1947, and on or before December 31 of 1948 and of 
each succeeding year, the Board shall determine and proclaim the balance to 
the credit of the account as of the close of business on September 30 of such 
year; and in determining such balance as of September 30 of any year, the 
balance to the credit of the railroad unemployment insurance administration 
fund as of the close of business on such date shall be deemed to be a part of the 
balance to the credit of such account. 

(b) Each employee representative shall pay, with respect to his income, a 
contribution equal to [8 per centum] 31% per centum of so much of the com- 
pensation of such employee representative as is not in excess of $300 for any 
ealendar month, paid to him for services performed as an employee representative 
after June 30, 1939, and before July 1, 1954, and as is not in excess of $350 paid 
to him for services rendered as an employee representative in any calendar month 
after June 30, 1954, and before January 1, 1959, and as is not in excess of $400 
paid to him for services rendered as an employee representative in any calendar 
month after December 31, 1958. The compensation of an employee representa- 
tive and the contribution with respect thereto shall be determined in the same 
manner and with the same effect as if the employee organization by which such 


employee representative is employed were an employer as defined in this 
Act. 


(The Bureau of the Budget report on S. 987 appears on p. 404 
of the Appendix.) 


* * * * * * * 


Senator Morse. The procedure to be followed by the chairman will 
be as follows: 

This morning we will hear the representatives of the Railroad Re- 
tirement Board, tomorrow morning we will hear the representatives of 
the brotherhoods, and February 18 we will hear the representatives of 
the carriers. And then I shall schedule what may be termed one 
rebuttal session, at which both the carriers and the brotherhoods and 
other interested parties will be given an opportunity to present the 
supplementary testimony in answer to the record that has been made 
up to that date. 

Following that, the subcommittee will proceed with executive ses- 
sions. And I want the record to show that we will be calling before 
us, if necessary, the representatives of the carriers and the representa- 
tives of the brotherhoods, the Board, and others, for any technical 
assistance that we may need in writing up the final bill, but with the 
understanding that whenever we call a representative of the carriers 
or the brotherhoods before us, the other party will be given full in- 
formation as to what transpires. In fact, we will not: have any execu- 
tive session at which representatives of both sides will not be welcome, 
if a representative of one side has been officially called before the 
subcommittee. 





ewww wT vem ” 
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It is my hope that we can complete our hearings and our executive 
session work on this bill so that we can present it to the full committee 
not later than March 15. 

Before I call the first witness, I will insert in the record a letter 
that I have received from Mr. Guy F. Fain, of the National Associa- 
tion of Retired and Veteran Railway Employees, with a brief state- 
ment of Mr. Fain to the subcommittee, to be made a part of the record. 

(The letter and statement referred to follow :) 


NATIONAL ASSOCIATION OF RETIRED AND VETERAN RAILWAY EMPLOYEES, 
Washington, D.C., February 9, 1959. 
Hon. WAYNE MorsgE, , 
Chairman, Senate Subcommittee on Labor and Public Welfare. 


My Dear Senaror: It is not my intention to appear before your committee, 
as a Witness, during the hearings on bills presented to the Senate to amend the 
Railroad Retirement Act, however we do request the attached statement be 
made a part of the records of your committee. 

Very truly, 
Guy F. Fatn, Grand President. 


STATEMENT OF Guy F. FAIN, GRAND PRESIDENT, NATIONAL ASSOCIATION OF RE- 
TIRED AND VETERAN RAILWAY EMPLOYEES 


Mr. Chairman and members of your committee, my name is Guy F. Fain, my 
home is in Glendale, Ohio. 

The association I represent endorse Senate bill 226, presented by your able 
chairman and cosponsored by 24 additional Members of the Senate. 

This bill has the endorsement of the Railway Labor Executives’ Association, 
and certainly provides only for such increases that are within the ability of the 
Retirement Board to meet, without effecting the stability of the retirement 
funds. 

Feeling that the interests of our members will be ably represented by those 
who will appear before your committee in behalf of the Railway Labor Execu- 


tives’ Association, we have not requested the privilege of appearing before your 
committee. 


Senator Morse. I will order printed also a communication, dated 
February 4, 1959, from the Association of American Railroads. 
(The letter follows :) 


ASSOCIATION OF AMERICAN RATLROADS, 
Washington, D.C., February 4, 1959. 
Hon. Lister Hitt, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D.C. 


Dear SENATOR HILi: We, the Association of American Railroads and the Rail- 
way Labor Executives Association, are in agreement that the Board should have 
the authority to borrow from the railroad retirement account, for the payment 
of benefits under the Railroad Unemployment Insurance Act, under conditions 
set forth below. We propose that this authority be conferred upon the Board by 
substituting the following for subsection (d) of section 10 of the Railroad Un- 
employment Insurance Act: 

“(d) Whenever the Board finds at any time that the balance in the railroad 
unemployment insurance account will be insufficient to pay the benefits and re- 
funds which it estimates are due, or will become due, under this Act, it shall 
request the Secretary of the Treasury to transfer from the Railroad Retirement 
Account to the credit of the railroad unemployment insurance account such monies 
as the Board estimates would be necessary for the payment of such benefits 
and refunds, and the Secretary shall make such transfer. Whenever the Board 
finds that the balance in the railroad unemployment insurance account, without 
regard to the amounts transferred pursuant to the next preceding sentence, is 
sufficient to pay such benefits and refunds, it shall request the Secretary of the 
Treasury to retransfer from the railroad unemployment insurance account to 
the credit of the Railroad Retirement Account such monies as in its judgment 
are not needed for the payment of such benefits and refunds, plus interest at the 
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rate of 3 per centum per annum, and the Secretary shall make such retransfer. 
In determining the balance in the railroad unemployment insurance account as 
of September 30 of any year pursuant to section 8(a) (2) of this Act, any monies 
transferred from the Railroad Retirement Account to the credit of the railroad 
unemployment insurance account which have not been retransferred as of such 
date from the latter account to the credit of the former, plus the interest accrued 
thereon to that date, shall be disregarded.” 
Sincerely yours, 
ASSOCIATION OF AMERICAN RAILROADS, 
By DAnret P. Loomis. 
Rattway Lasor EXEcurivEs ASSOCIATION, 
By G.E. LeIcury. 

Senator Morse. Our first witness will be the Chairman of the Rail- 
road Retirement Board, Mr. Howard W. Habermeyer. 

I think, gentlemen, if all members of the Board will come up to 
the witness ‘table we will save time. 

We will proceed with Mr. Habermeyer, Mr. Healy, and then Mr. 
Harper. 

Let the record show that the entire record that this subcommittee 
made in 1957 on this general subject matter will be incorporated 
by reference into the record of the hearings this year. And the sub- 
committee will consider itself free to refer to the record of 1957. 

I think you should know that so that, in the preparation of your 
material or your submission of evidence to the committee this year, 
you will have knowledge of the fact that members of this sube ‘om. 
mittee will feel perfectly free to draw upon the 1957 record; that 
being only fair, I think, in view of the fact that one of these bills 
that ‘T have introduced on behalf of the brotherhoods is the identical 
bill that we passed in the Senate. And it would be a great waste of 
money, in my judgment, for us to have to remake the same record 
that was made in 1957 in respect to that bill. So I will instruct 
the staff of my subcommittee to familiarize themselves with the 
1957 record, which here and now by order of the chairman is in- 
corporated by reference into the record of this year’s hearings. 

Mr. Habermeyer, will you proceed ? 


STATEMENT OF HOWARD W. HABERMEYER, CHAIRMAN, 
RAILROAD RETIREMENT BOARD 


Mr. Hasermeyer. Mr. Chairman and members of the committee, 
my name is Howard V. Habermeyer. I am the Chairman of the 
Railroad Retirement Board. It is a pleasure to again appear before 
this committee and discuss proposed amendments to the Railroad 
Retirement and Railroad Unemployment Insurance Acts. Included 
in the Board’s report on S. 226, we gave the committee a very de- 
tailed analysis of the provisions of this bill. I would like for the 
record to summarize the major items of this proposal. 


A. AMENDMENTS TO THE RAILROAD RETIREMENT ACT 


All retirement and survivor annuities (including spouses’ an- 
siaitile) computed under the regular railroad retirement formulas, 
including the minimum formulas, would be increased by 10 percent, 
effective with respect to annuities accruing for January 1959 and 
thereafter. 
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All retirement and survivor annuities (including spouses’ an- 
wnities) computed under the overall social security minimum would be 
increased by 10 percent, effective with respect. to annuities for January 
“ and thereafter. 

3. All pensions payable under section 6 of the Railroad Retirement 
Act would be increased by 10 percent, effective with respect to pensions 
due on February 1, 1959, and thereafter. 

4. The maximum amount of monthly compensation creditable for 
benefit purposes would be increased from $350 to $400, effective with 
respect to services rendered after 1958. 

5. The formula for computing the “residual” lump sum would be 
amended (in conformity with amendments proposed to the Railroad 
Retirement Tax Act to increase the tax rate and to increase the maxi- 
mum monthly tax base to $400) by increasing the percentage factor 
applicable to compensation after 1958 and before 1962 to 7 percent 
and to compensation after 1961 to 8 percent, and by increasing the 
maximum amount of compensation to which such factors are applica- 
ble from $350 to $400 for any month after 1958. 

6. The privilege (now available to a male employee with 30 years 
of service) of electing to receive a reduced annuity at age 60 would 
be available to women employees with 10 years of service at age 62. 

7. Spouses of annuitants (age 65 or more) would have the right to 
elect to receive a reduced spouse’s annuity at age 62. 

8. The reduction in 6 and 7 would be by one one-hundred-and- 
eightieth for each calendar month the beneficiary is under age 65, 
and both provisions would be effective for annuities for January 1959 
and thereafter. 

9. The earnings test now applicable to disability annuitants, under 
which such an annuitant under age 65 does not receive his annuity 
for any month in which he is paid more than $100 in earnings, would 
be modified by a proviso to the effect that if the annuitant’s total 
earnings in any calendar year do not exceed $1,200, the annuity other- 
wise not payable because of his earnings in excess of $100 in any month 
in the year would become payable. Should the annuitant’s earnings 
exceed $1,200 in any year, loss of annuity would not exceed 1 month’s 
annuity for each $100 that the annuitant earned in excess of $1,200, 
treating any remainder of such excess of $50 or more as $100. This 
amendment would be effective beginning w vith the calendar year 1959 

Earnings from employment with an “employer” as defined in the 
Railroad Retirement Act, and from employment with the disabilit 
annuitant’s last employer before he retired (whether or not a a 
road employer) would not count toward this $1,200 maximum, since 
no annuities are payable in any event. under section 2(d) of the act 
for any month in which the disability annuitant had such employ- 
ment, regardless of the amount of earnings in that employment. 

10. The e earnings test now applicable to survivor annuitants living 
outside the United States (no more than 6 days remunerative activ ity 
ina month) would be changed, effective with. annuities accruing after 
1958, to the yearly earnings ‘test applicable to survivor annuitants who 
are U.S. residents. 

Senator Morse. Does that cover any employees other than the 
Canadian system and the Panama sy stem ? 


_ Mr. Hapermeyer. Canadian employees only, we have no coverage 
in Panama. 
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Senator Morse. That has no connection with the short line into 
Panama? 
Mr. Hasermeyer. No; Canadian employees only. 


B. AMENDMENTS TO THE RAILROAD RETIREMENT TAX ACT 


1. The bill would increase, effective January 1, 1959, the tax rate 
on employees and employers from 614 percent to 634 percent on the 
employee's compensation earned up to $400 in any month after 1958 
and before 1962, and to 714 percent of the employee’s compensation 
up to $400 earned in any month after 1961. This tax rate would be 
increased, with respect to compensation paid after December 31, 1964, 
by the same number of percentage points (or fractions of percentage 
points) by which the then current social security tax rate exceeds 
23/4, percent (the social security tax rate scheduled to be in effect from 
1960 through 1964 under the social security amendments of 1956). 

2. The tax rate on employee representatives would be increased 
from 1214 percent to 131% percent, with respect to compensation 
earned up to $400 in any month after 1958 and before 1962, and to 
1414 percent of compensation up to $400 earned in any month after 
1961. This tax rate would also be increased with respect to compensa- 
tion paid after December 31, 1964, just as in the case of the employer 
and employee tax rates, but this increase would he by twice the number 
of percentage points (or fractions of percentage points) by which 
the then current social security tax rate exceeds 23, percent. 

8. The withholdings required of employers of the taxes imposed 
on their employees would be increased in accordance with the in- 
crease in tax rate and tax base. 


Cc. AMENDMENTS TO THE RAILROAD UNEMPLOYMENT INSURANCE ACT 


1. The maximum number of days of unemployment in the first 
registration period in a benefit year for which benefits may be paid 
would be increased from 7 to 10 days, the same number as the law 
now provides with respect to all subsequent registration periods in 
the benefit year. 

2. A new schedule of increased daily benefit rates would apply, 
ranging from a minimum daily benefit rate of $4.50 for compensation 
of $500 to $699.99 in a year to a maximum daily benefit rate of $10.20 
for compensation of $4,000 or more in a year. The proposed daily 
benefit rates are from 50 cents to $1.70 higher than present rates. 
The alternative minimum daily rate payable would be increased from 
50 to 60 percent of the daily rate of compensation (with a maximum 
of $10.20 per day) for the employee’s last employment in which he 
was engaged for an employer during the base (calendar) year. 

3. The minimum earnings in a base (calendar) year which would 
qualify an employee for benefits in a benefit year (year beginning 
July 1) would be increased from $400 to $500. 

4. The provisions in 1 and 2 above would be effective with respect 
to benefits payable in the current benefit year which began on July 1, 
1958, so that if the bill passes, the proposed increases in benefits would 
be payable retroactively. 

5. The provision in 3 above will be effective beginning with the 
calendar year 1958, so that an employee with earnings in 1958 of less 
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than $500 will not be a “qualified employee” for the benefit year be- 
ginning July 1, 1959. 

6. An employee with less than 10 years of service who has, after 
June 30, 1957, exhausted his rights to unemployment benefits under 
present law would receive additional unemployment benefits, payable 
retroactively, for days of unemployment, not exceeding 65, which 
occur in registration periods beginning on or after June 19, 1958, and 
before April 1, 1959. 

7. An employee with 10 but less than 15 years of service, who did not 
voluntarily leave work without good cause or voluntarily retire, upon 
exhaustion of his rights to normal unemployment benefits under pres- 
ent law in a given benefit year would have such benefit year extended 
by an additional 7 successive 4-day periods after such exhaustion, with 
a maximum of 65 days of additional benefits. 

8. An employee with 15 or more years of service, who did not vol- 
untarily leave work without good cause or voluntarily retire, upon 
exhaustion of his rights to normal unemployment benefits under pres- 
ent law in a given benefit year would have such benefit year extended 
by an additional 13 successive 14-day periods after such exhaustion, 
with a maximum of 130 days of additional benefits. 

9. Sundays and holidays could be compensable days of unemploy- 
ment, just as any other day, whether or not such Sundays and holidays 
are preceded and succeeded by a day of unemployment. 

10. The extended benefit periods discussed in items 7 and 8 could 
begin as early as January 1, 1958, and the provisions in items 2 and 9 
would apply retroactively to days of unemployment in such periods; 
but for unemployment in general benefit years, the two last-mentioned 
provisions would apply, retroactively, to benefit years beginning on 
and after July 1, 1958. 

11. To provide funds for the additional benefits recommended, the 
bill would increase the monthly limit on taxable compensation for 
services after 1958, from $350 to $400 a month per employee (and 
would increase the credit base as well), and would change the contri- 
bution or tax rate schedule so that when the balance in the railroad 
unemployment insurance account should fall below $300 million by 
September 30 of any year (including the year 1958), the rate in the 
following calendar year would be 31% percent (instead of the present 
3 percent when the account falls below $250 million), with step 
changes to provide lower rates when the balance increases, with a 
minimum rate of 1144 percent when the balance reaches $450 million. 

12. The bill would also provide an increase in the maximum credit- 
able and taxable base from $350 to $400 a month on compensation 
earned by employee representatives after 1958; but this amendment 
has no practical significance—it is merely a formal amendment to 
conform to the pattern of the act since employee representative earn- 
ings are disregarded for unemployment and sickness insurance pur- 
poses, including contribution purposes. 

This bill provides more liberal benefits under both the railroad 
retirement and railroad unemployment insurance systems; further, it 
provides additional revenue for these benefits. In this regard, the ad- 
ditional taxes provided for the railroad retirement system would place 
that program on a sound financial basis. This has been one of my 
greatest concerns since, as you know, we are now operating with a 
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serious deficiency of 4.18 percent of payroll or $213 million per 
year on a level cost basis. Under the Railroad Unemployment Insur- 
ance Act, the raising of the maximum tax rate from 3 to 314 
ercent, I believe, will not be sufficient to provide the funds to pay the 
yenefits proposed and I would recommend, if this bill is approved, that 
this rate be increased to 4 percent. The balance in the unemployment 
insurance account is at a dangerously low level and even under the 
resent program may be insufficient to pay the benefits due. The 
3oard is preparing legislation to secure borrowing authority to tide us 
over the emergency we feel could occur this year. If this bill is 
iven favorable consideration and even though the maximum tax rate 
is raised to 4 percent, we will still need this borrowing authority. 

Incidentally, in this regard, the Board wrote letters to the Associa- 
tion of American Railroads and the Railway Labor Executives Asso- 
ciation calling attention to the need for borrowing authority under 
the present law. Last week, I had a meeting with the presidents of 
both those groups, Mr. Loomis and Mr. Leighty, and I believe that 
they jointly signed a letter to the chairman of the full Committee on 
Labor and Public Welfare stating that they were in agreement that 
the Board did need such borrowing authority, and sent along the 
language that could be entered as an amendment to take care of that 
situation. 

Senator Morse. The copy of the letter that the Chairman of the 
Board refers to, to the chairman of the full committee in regard for 
the need for additional borrowing authority will be made a part of 
this record at the close of the testimony of the three witnesses this 
morning. 

(The letter was previously submitted and appears on p. 59.) 

Mr. Hasermeyer. Thank you 

The increases in benefits proposed would be desirable to our bene- 
ficiaries and I am happy that the additional taxes proposed would put 
the system on a sound actuarial basis. The only question remainin 
is whether the industry can afford the additional taxes, for, after all, 
a healthy railroad retirement system is dependent on a healthy rail- 
road industry. 

Senator Morsp. Mr. Chairman, last year Mr. David Schreiber, the 
Associate General Counsel of the Board, was made available to this 
subcommittee as a technical adviser, both in regard to matters of law 
and in regard to technical problems concerning the actuarial matters 
and others. He obtained technical information for us from time to 
time. I would like to have the record show, if it meets the pleasure 
of the Board, that Mr. Schreiber once again is placed at our services. 

Mr. HasermMeyEr. We would be very happy to provide Mr. Schrei- 
ber’s services, Mr. Chairman. 

Senator Morss. He was a great help to us, and I want to thank the 
Board for-his assistance. Of course, the matter of salaries was no 
inducement, but we just couldn’t have done our work last year with- 
out Mr. Schreiber’s assistance. As you know, I got special permis- 
sion from the Senate to have him sit with me in the Senate when we 
submitted the final bill so that he could supply the Senate with the 
technical information needed. I know Paul Douglas—he used to 
be chairman of this subcommittee and he is an expert in this field, 
but even Senator Douglas said that one could study it for years and 
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still need such assistance as I had from Mr. Schrieber. And I am 
glad I can be so reinforced this year. 

Mr. HapermMeyer. Speaking with respect to Mr. Schreiber’s salary, 
I want to say that you made it possible for him to receive a salary 
by supporting our technical amendments bill last year, and I thank 
you. 

Senator Morse. That is the best news I have heard this morning. 

Senator Case, do you have some questions ? 

Senator Case. Not at this point. 

Senator Morse. Referring to your statement where you say, “I 
would recommend, if this bill is approved, that this rate be increased 
to 4 percent,” that is an increase over last year’s bill of half a percent? 

Mr. Hapermeyer. Yes, sir. The best information available indi- 
cates that the cost of the unemployment provisions included in this 
bill would probably be about 3.75 percent of the payroll. If the 
fund, the unemployment fund, was large instead of being practically 
depleted, I would be willing to take a chance on a 344-percent rate, 
but since the fund is below $100 million, I feel, in order to be sure 
that we have sufficient revenue to take care of the benefit costs, that 
it would be better to have that maximum 4 percent rather than 314 
percent. 

Senator Morss. In your statement you say : 

To provide funds for the additional benefits reeommended, the bill would 
increase the monthly limit on taxable compensation for services after 1958, from 
$350 to $400 a month per employee (and would increase the credit base as well), 
and would change the contribution or tax rate schedule so that when the bal- 
ance in the railroad unemployment insurance account should fall below $300 
million by September 30 of any year (including the year 1958), the rate in the 
following calendar year would be 3% percent, instead of the present 3 percent. 

That is the same provision as in last year’s bill. 

Mr. Hasermeyer. I would just change that maximum from 314 
to 4. 

Senator Morse. That is what I wanted to ask. Shouldn’t that be 
4 percent in item 11 instead of 34% percent? 

Mr. HapermMeyer. Yes, sir. 

Senator Morse. Except for that change, that is the same as the last 
year’s bill ? 

Mr. HapermMeyer. Yes. 

The bill calls for 314; that is what I am speaking of in item No. 11. 
I am making the recommendation in that last paragraph that the 
314 that is now in the bill be changed to 4. 

Senator Morsr. But your item 11 is the same as the section of the 
bill last year ? 

Mr. Hapermeyer. Yes, sir. 

Senator Moase. Now, does the procedure provided for in item 11 
imply that you gentlemen on the Board have in mind the possibility 
that the balance may be such in the future on the basis of the rates now 
proposed that there is a probability that it might drop down to a 
lower percent ? 

Mr. Hasermeyer. That would depend on the ability of the industry 
to stabilize employment to the extent that they could keep people on 
the payroll rather than have them unemployed, in such case, our bal- 
ance would increase. If we continue on the same basis as we have for 
the last vear or two, our balances would be very low. 
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Senator Morse. I am looking at it now from the standpoint of the 
legislation, and this is what I call a flexible clause. Is this language 

ut in here to support the probability that the railroads may be sta- 
Pilize themselves in the foreseeable future that the percentage can 
be dropped ? 

Mr. Hasermeyer. Yes, sir; that step schedule is there, and as the 
fund increases, the contribution rate would decrease. 

Senator Morse. When you get into discussion about the matter of 
cost, the argument is sometimes made, “But we have a flexible clause 
in here that would automatically drop these rates if, as, and when the 
railroads are stabilized.” And that is what I call an argument by 
inducement, to get you to go along with a higher rate for now, with a 
carrot held out for the future that the possibilities are that it would 
be here. So my question is as follows: As of now, today, February 9, 
the fund is in such a condition that if we are going to have an actu- 
arially sound fund, it is the recommendation of this Board that the 
percentage should be 4 percent instead of 314 ? 

Mr. Hapermeyer. And it is my judgment that the 4-percent rate 
would prevail for many years before the fund would build up to a 

oint 
" Senator Morse. That is exactly what the purpose of my question is. 
As far as the present facts are concerned, you do not foresee in the 
foreseeable future a fiscal situation in the American railway system 
that would justify any Senator taking the position that he will vote for 
4 percent now, because the bill provides a flexible clause in it that 
permits an automatic reduction, if certain fiscal facts take place. The 

robability of these fiscal facts taking place that would justify it under 
item 11 of your testimony is rather remote; isn’t that so? 

Mr. Hanermeyer. Very remote, and a long time in the future. 

Senator Morse. Will the carrier witnesses and the brotherhood wit- 
nesses please keep this testimony in mind, because it isn’t the last com- 
ment I will make on it as these hearings proceed. The burden of 
proof is on the proponents to show that we are adopting a system here 
that is stnadialiby sound, and will not impose a burden upon the pres- 
ent employees so high that the bill will be considered unacceptable to 
them. 

Any questions ? 

Thank you very much, Mr. Chairman. 

The next witness is Mr. Healy. 

Mr. Hearty. Thank you, Mr. Chairman. 





STATEMENT OF THOMAS M. HEALY, MANAGEMENT MEMBER, 
UNITED STATES RAILROAD RETIREMENT BOARD 


Mr. Heaty. I again, respectfully, record my opposition to any fur- 
ther liberalization of benefits under the Railroad Retirement and 
Railroad Unemployment Insurance Acts and earnestly recommend an 
adverse report on S. 226 in its entirety. 

There are only two truly comparable social insurance programs for 
the industrial workers of the Nation. According to the best estimates 
available, in January 1959, there were 51 million employees in nonag- 
ricultural establishments. 44 million, or 86 percent, were under social 
security coverage and less than 1 million or about 2 percent, under the 
Railroad Retirement System. 
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It is an acknowledged fact that the benefits under the Railroad Re- 
tirement System, although costlier, are far superior than obtainable 
under social security as “the followi ing comparative data prove con- 
clusively. 

Mr. Chairman, I think you have copies, and to save your time, I 
will skip these figures. 

Senator Morse. The table contained in Mr. Healy’s testimony will 
be incorporated at this point. 

(The table referred to follows :) 





| Social Railroad 
; security | retirement 
Number of benefits in current payment on Jan. 1, 1959_____......._-.-.---.-- 12, 600, 000 724, 000 
Number of beneficiaries per 100 employees at work __-._-.....-...-...-.------ 22 75 
Average benefits in current-payment status on Jan. 1, 1959 
Retirement and disability. -............--.....----- Licceiatcaablon aheds $72. 20 $116. 80 
I I iaccettl cated aiteieh didn dag ginks bhatt tp nciahs inca tianlian $37. 70 $51. 60 


Average benefits to be awarded in 1959: 
NE PEI NS 1 So inn Seth Sei i cides aseesind $83. 50 $126. 90 


IG oe ae staat dol adda eloeindichsg cee aie el aaada nile Melaecanieodiates $42. 00 $50. 60 
Insurance lump Meigs 2 = cs Snacieba teehee widhdaicets didi detec lobinn st telenided | $210. 00 $510. 00 


Residual payment. None $1, 700. 00 


Mr. Hearty. Thank you. 

And, without any changes in the present law, railroad workers can 
look forward, as time moves onward, to even wider spreads as earn- 
ings and service bring both groups to the following maxima. 

‘Again, I would just touch on one or two items, with your permis- 
sion. 

Senator Morse. The entire table may be incorporated in the record, 
and the witness may refer to it. 

(‘The table referred to follows :) 

















Social Railroad 
security retirement 

Age and disability: 

SE iin. as asacnaencees ; aiaieagln . ; nie taied $116 $185. 60 

January 1969___- 5 sc. obtains Slade kee ‘ 124 205. 30 

January 1979_--- 7x si salsa ee as acl ai atin 125 273. 90 
Insurance lump sum: 

January 1959__ _- ; 1,5 itt caaghl ands ascheahoea neato aS 255 | 718. 00 

January 1969___- : : : ; 255 | 794. 20 

January 1979. ............ sO esis Me dide 255 865. 30 
Residual payments: 

January 1959__.._____-- Poe eee Ld i; None 4, 653. 00 

I aa fecha ak oh goiei bet sega emda ae None 7, 593. 00 

SEED CNNG ss acaatediencscartssapetaakigen hen cne ion ome aaa Seas None 10, 533. 00 





Mr. Hearty. In 1975 the maximum payable under retirement for 
age and disability to a social security worker will be $125 per month. 

Under the Railroad Retirement Act it will be $273.90 per month, or 
practically $150 per month more. 

The insurance lump sum, what is termed “funeral costs,” remains 
under social security as $255, but rises from $718 to $865. 30 in 1979 
under the Railroad Retirement Act. 

Now, the Railroad Retirement Act guarantees the returns to the 
survivors or estates of railroad workers every penny they have con- 
tributed in tax, plus interest, and any residual payment, as you will 
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note, which today in 1959 is $4,653, will rise by January 1979 to 
$10,533, which, in my opinion, is a very good insurance policy y. 

But social security does not prov ide any such provision for its 
workers. 

The railroad retirement system has many other advantages, to 
illustrate : 

An age annuitant may also receive, if entitled thereto, benefits un- 
der the social security program, w ithout any reduction in his railroad 
retirement check. There are around 60,000 such individuals presently 
doing so, and that number is increasing constantly. In point of fact, 
a recent study revealed that 72 percent of the ‘1,628,000 employees 
for whom railroad service was reported in 1956 had accumulated some 
social security credits; 405,000 of these, or 25 percent, had dual cover- 
age in that year alone and of that number 82,000 received credit for 
12 months of railroad service, which is indicative of the amount of 
secondary job-holding among regularly employed railroad workers. 

Also, while the relatively small minority of railroad employees in 
the total population of industrial workers has the privilege of a 
separate retirement and survivor program, its members also enjoy 

certain rights under the social security minimum guarantee provi- 
sion of the Railroad Retirement Act. 

Because of the 1958 amendments to the Social Security Act, some 
30,000 retired railroad employees, 90,000 wives and 160,000 widows, 
children, and aged parents received increases of about 7 percent, gen- 
erally, in their annuities under the Railroad Retirement Act, effec- 
tive in January 1959. 

As a matter of fact, these increases for spouses are even higher, 
ranging from 10 percent now to 17 percent a year hence. 8S. 226 pro- 
poses to add another 10 percent to that increase. 

S. 226 pr oposes to increase the taxes on railroad workers from $21.88 
per month to: $27 in 1959-61, $29 in 1962-64, $82 in 1965, $34 in 1966- 
68, $36 in 1969, and thereafter, with no assurance, as exper lence has 
shown, that there will be no further increases in the interim. I 
would venture the opinion that when the tax assessment against em- 
ployees was raised, January 1, 1952, it was not then thought that 
further increases would be necessary, at least, in such a short s space of 
time. 

The industry’s share of the proposed additional taxes for retirement 
purposes w ould be $57 million per year in 1959-61, $87 million per 
year in 1962-64, increasing steadily to around $185 million in 1969. 

These proposals to saddle additional taxes upon currently active 
employees (who have been carrying the burden of the cost of benefits 
to those who retired without contributing commensurately to the sys- 
tem) upon future entrants and upon an industry that is struggling to 
recapture its losses and keep as many employees as possible on 1 the pay- 
roll is, in my opinion, ill-timed and ill-advised. 

It may interest the committee to know that a study made covering 
annuitants on the rolls as of December 31, 1955, who retired at age 65 
and over and who had some railroad service after 1936, contributed 
$240 million in employee-tax contributions and had then already re- 
ceived benefits totaling $1,470 million—a ratio of $6 to $1; further- 
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more, when the value of future benefits were included, their ratio of 
benefits to contributions was almost 12 to 1. 

The 1951 amendments to the Railroad Retirement Act increased an- 
nuities by 15 percent and provided, for the first time, annuities to 
wives of railroad employees; the 1954 amendments permitted annui- 
tants to receive full benefits even when simultaneously entitled to so- 
cial security benefits; the 1955 amendments increased the wife’s maxi- 
mum from $40 to $54.30, because of changes in the Social Security Act 
and that maximum was further increased through the social securit 
amendments of 1958; the 1956 amendments to the Railroad Retire- 
ment Act increased benefits, generally, 10 percent. These amendments 
have increased benefit payments since 1951 by $278 million. 

The total revenue has increased from 1951 to 1958, but you will note 
that revenue freight-car loadings on class I railroads, which is the only 
product outside of passenger service the industry has to sell, dropped 
from $401, million in 1951 to $30 million in 1958, or $10 million. 

In lieu of the proposals in S. 226, I earnestly recommend that a 
moratorium be declared against any further increases in benefits under 
the Railroad Retirement Act, at least, until such time as the help given 
the industry and its own efforts to improve its position and stabilize 
railroad employment can be properly evaluated by both management 
and currently active employees. 

I am, as firmly, opposed to those proposals in S. 226 to further 
enlarge or extend the already overgenerous benefits under the Railroad 
Unemployment Insurance Act, adding $40 million in 1959 and by 
1962, $43 million per year to the present tax assessment against the 
industry. 

The average daily benefit rate for unemployment, paced by the 
growth in rates of pay, plus amendments in 1952 and 1954, rose from 
“3.55 in fiscal 1951-52 to $7.80 last year and is currently in excess of 
$8. This bill proposes to further increase these benefit rates from 8 to 
25 percent with a general advance of 20 percent. 

It also proposes, significantly, to retroactively extend benefits to 
employees who exhausted their rights although the opportunity to do 
so was rejected when the program for all other workers was adopted 
in the last session of the Congress. 

The cost of this particular proposal is estimated between $15 million 
and $18 million. Under the present law railroad employees can, and 
do, draw unemployment benefits in more than one year. 

Actually, 164,000 of the 229,000 railroad employees who drew wnem- 
ployment benefits between July and December 1958 were also bene- 
ficiaries in the fiscal year ending June 30, 1958. 

A recent study by Board technicians revealed that of the 1,445,000 
unemployment insurance beneficiaries in the 18-year period ending 
June 30, 1957, over 354,000 drew benefits in 2 years; 170,000 in 3 years, 
90,000 in 4 years, and 30,000 in as many as 8 or more years. 

The Railroad Unemployment Insurance Act needs reappraisal and 
not liberalization for certainly there can be no fairness nor equity in 
the requirements that compelled the industry, over the past decade, to 
pay out in unemployment benefits: $90,466,000 to employees who are 
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discharged or suspended for just causes, or who voluntarily quit their 
jobs ; $15,656,000 to employees participating in strikes against the in- 
dustry and to other employees affected by such work stoppages, when 
the Federal-State systems, covering the vast majority of the Nation’s 
industrial workers consider voluntary separations, discharges for mis- 
conduct, and labor disputes as major reasons for the disqualification of 
claimants for unemployment insurance benefits. 

In the last fiscal year, 10,200 railroad employees who were dis- 
charged or suspended for just causes drew $6 million in unemployment 
benefits under the Railroad U nemployment Insurance Act. Let’s look 
at some of the reasons for these discharges and suspensions and the 
amount of benefits paid to such employees: 863 drew $556,400 for 
being intoxicated on or when reporting for duty; 930 drew $422,630 
for violations of operating rules; 316 drew $145,600 for responsibility 
for accidents; 1,028 drew $677,300 for being absent without leave, 
failure to protect assignments, etc.; 808 drew $511,095 for misconduct, 
insubordination, negligenc e; 371 drew $245,895 for dishonesty and 
police records—and at this moment, Mr. Chairman, I would like to 

call to the attention of the committee the case of a railroad employee 
convicted of stealing from the railroad or stealing property entrusted 
to the railroad. 

He was sentenced to jail, say, for 6 months or so, and upon his re- 
lease, after failing in his efforts to obtain work, collected unemploy- 
ment benefits under the Railroad Unemploy ment Insurance Act, in 
an unfinished benefit year, during which he qualified on past year 
earnings. 

This is a case in point. An employee caught pilfering in December 
1955 is arrested, convicted, and sentenced ‘to 6 months in jail. He 
earned well over $1,105 in the calendar year 1955. Heis released from 
jail in June 1956. He shows evidence of seeking employment, and 
in July 1956 he begins claiming and collecting unemployment insur- 
ance benefits under the Railroad Unemployment Insurance Act, al- 
though he has been discharged for stealing from the railroad of 
property entrusted to his care, was convicted, went to jail, and could 
hardly be expected to be rehired by the railroad or any other railroad 
or industry in that vicinity. 

Six hundred and twelve drew $417,560 for nonpayment of union 
dues. 

And, Mr. Chairman, may I also mention here that this table is 
supplemental to the table that appears on page 562 of the 1957 
hearings. 

That covered the previous year, this is current. 

I was accorded the privilege, just recently 





Senator Morse. I think, Mr. Healy, I will have the previous table 
inserted at this point as part of your testimony, the 1957 table, so we 
can compare the two years for the record. 

Mr, Hearty. Thank you very much, Mr. Chairman. 
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(The table referred to follows:) 

















| Number of | 
Number of | unemploy- | 
discharged | mentinsur- | Estimated Average 
| andsus- | anceclaims | benefits benefits per 
| pended since dis- paid claimant 
| Claimants charge or 
| suspension | 
= = is | 
Total, A) rMNOREB 665 co 5s saab opp es cnatd caps if 7, 309 | 56, 628 _%,: 397, ooo $465 
Tabulation by reasons for discharge or suspen- | | 
sion given by claimants from 63 selected 
major railroads: 
Rule G, intoxication, reporting for or on 
duty. ae > | 682 6, 969 | 418, 140 613 
Violation of operating rules.____- scl 24 | 2, 146 128, 760 | 304 
Responsibility for accidents-_----....--- | 384 1, 975 118, 500 309 
Absent without leave-._- b } 639 | 5, 228 | 313, 680 972 
Failure to report for duty- Sstabchcipepate deel 184 1, 510 | 90, 600 492 
Failure to protect assignment. : : 109 | 916 | 54, 960 504 
Inefficiency - whbikaase ‘ 167 1, 230 73, 800 442 
Insubordination____ tics ' Se en 230 2, 038 | 122, 280 | 532 
General misconduct-_._.-....-- ae 172 1, 674 | 100, 440 | 584 
Nonpayment of union dues- - - ; eel 378 3, 251 | 195, 060 516 
Missing calls, laying out, etc- ; 149 1, 353 | 81, 180 | 545 
Commissions of felonies, misdemeanors. " 119 936 56, 160 | 472 
Tardiness --_ --- sie race dost dc igo alsireaia 53 372 | 22, 320 | 421 
Negligence on duty. 136 | 755 45, 300 | 333 
Dishonesty against railroad preety in its | | 
Possession . ie . 244 2, 197 131, 820 | 540 
Miscellaneons.......-..-.-------- aa ell 2, 128 | 14, 711 883, 860 415 
Total for 63 major railroads___-- $6254 6 198 47, 281 2 2, 836, 860 458 








Mr. Hearty. I was accorded the privilege recently of reading a com- 
munication addressed to a Member of this Congress from an employee 
who was discharged by a railroad in which, among other things, that 
employee stated that “the brotherhood officials have refused to 
help me.” 

Nevertheless, under the law, the Railroad Retir ement Board was re- 
quired to pay that discharged employee over $2,000 in unemployment 
insurance benefits. And, incidentally, he collect ed for 52 straight 
weeks. 

Thirteen thousand one hundred railroad employees who voluntarily 
quit during the last fiscal year collected $8,196,000 in unemployment 
benefits, although the only valid reason I know for voluntarily quit- 
ting a job is to accept a better one, and even then the Railroad Unem- 
ploy ment Insurance Act is unduly hberal, to illustrate. 

A veteran employee with over 30 years of service voluntarily quit 
on July 31, 1956, to enter the real estate field. The alluring promises 
did not materialize, so that employee on January 11, 1957, applied for 
benefits under the Railroad Unemployment. Insurance Act and col- 
lected $1,105. Since the employee worked in the first half of 1956, 
additional benefits were claimed and paid under the Railroad Unem- 
ployment Insurance Act beginning July 1, 1957. 

Are any of these persons truly entitled to extended and retroactive 
benefits or to any benefits whatever? 

And so far as I can determine no other industry is required by law 
to subsidize its employees for hampering or halting its produetion or 
services. 
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In the 11 years ending June 30, 1958, over 800,000 railroad employees 

drew sickness benefits aggregating $402 million and 30,000 drew ma- 
ternity benefits totaling $31 million under the Railroad Unemployment 
Insurance Act. 

Only four States provide sickness benefits and in two of those the 
cost is borne entirely oe employees, yet the railroad industry is, through 
taxation, required to shoulder the entire burden for its employees 
throughout the Nation. 

Only one State provides maternity benefits and, in my last appear- 
ance before this committee, I cited a classic example of the generosity 
of the Railroad Unemployment Insurance Act in an actual case. ~ 

Let me give to you, please, another example: 

A female employee resigning from railroad service, after having 
been employed for 8 months—September 1955 to May 1956—received 
maternity benefits under the Railroad Unemployment Insurance Act 
in connection with the births of two children—one born 10 months 
after her resignation and the other a year later. Benefits in each 

“ase amounted to $975. 

Here is how that was, and could be done: 

She resigned in May 1956. The first child was born in March 1957 
and the second in March 1958. Her first maternity period began in the 
benefit year beginning July 1, 1956, for which the base period was the 
calendar year 1955. The second maternity period began in the bene- 
fit year starting July 1, 1957, for which the calendar year 1956 was the 
base year. 

While employed her daily rate of compensation was $15. Her total 
earnings for the 8 months of actual employment was approximately 
$2,500 on the basis of which she collected an additional $1,950 in 
maternity benefits. 

The Railroad Retirement and Social Security Acts provide imme- 
diate annuities to retiring workers entitled thereto, but it is per- 
missible, under the Railroad Unemployment Insurance Act, for a 
railroad worker to defer the effective date of his retirement, and in 
the interim draw unemployment or sickness benefit. These practices 
are costing the railroad industry around $12 million per year. About 
40,000 deferred retirements were awarded in the last 3 years. 

Furthermore, benefit rights are never reduced or canceled in cases 
of fraud under the Railroad Unemployment Insurance Act as they fre- 
quently are under the Federal-State system. 

Mr. Chairman, I would like to have your permission, please, to 
substitute for the next paragraph in my original statement a broader 
summary of the results of our policing for possible employment on days 
on which people claimed they were idle. 

Senator Morse. The substitution will be received. 

Mr. Heaty. This is a report prepared for me at my request by the 
Bureau of Unemployment and Sickness Insurance. 

In the period July 1, 1956, to September 30, 1958, 16,742 checks were 
made. In those 16,000 cases, the field representatives of the Railroad 
Retirement Board found 4,022 cases recoverable through claims of 
unemployed benefits on the days the claimants were actually working, 
or received other remuneration. 

The Bureau of Unemployment and Sickness Insurance has com- 
puted the recoverable payment at $524,000, and we have actually re- 
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covered through December 31, 1958, $228,000, or less than 50 percent. 

In the last 2 fiscal years, fraud determinations were made in 1,076 
vases; 388 were referred to the U.S. attorneys for prosecution; and 
286 convictions were reported. 

Incidentally, one of our field representatives just recently, in a pay- 
roll check on a major switching road, found that 18 out of 22 persons 
had claimed unemployed insurance benefits for days on which they 
were actually working. 

Mr. Chairman and gentlemen, I sincerely believe that the removal 
of these inequities from the Railroad Unemployment Insurance Act 
will deprive no one of just benefits, and will definitely be in the interest 
of the industry, its employees, and the public welfare. 

Thank you, sir. 

Senator Morse. Thank you very much, Mr. Healy. 

Your testimony leaves no room for doubt as to your position on 
these issues of testimony. 

Senator Clark ? 

Senator CLark. Noquestions, Mr. Chairman. 

Senator Morse. The next witness will be Mr. Harper. 


STATEMENT OF HORACE W. HARPER, MEMBER, RAILROAD 
RETIREMENT BOARD 


Mr. Harrer. Mr. Chairman and members of the committee, my 
name is Horace W. Harper. I am a member of the Railroad Retire- 
ment Board representing the interest of the great majority of railroad 
workers in the country. 

In my capacity as the labor member of the Board I receive practi- 
cally all the complaints that railroad workers have with regard to the 
inadequacy of the benefits under the Railroad Retirement Act and the 
Railroad Unemployment Insurance Act; and I assure you the volume 
of such correspondence is huge. The continuing inflation has been 
hard on all of us but particularly so on those whose income, such as 
a railroad retirement annuity, is fixed by law. 

It is my considered judgment that an increase in such fixed income 
is overdue and that the 10 percent increase in retirement benefits pro- 
vided by the bill is very modest indeed. The crucial question, of 
course, is the proposed increase in tax rates on employers and employees 
from the present 614 percent up to $350 a month to 634 percent up to 
$400 a month for the years 1959, 1960, and 1961, and to 714 percent 
beginning in 1962. 

There is an additional provision in the bill for increasing tax rates 
after 1964 to the extent that the social security tax rates at that time 
exceed 514 percent. The question is whether the railroad industry 
can afford this burden. 

In considering this question, it is only fair to point out that em- 
ployees in the railroad industry are entitled to the same consideration 
as are employees in other large industries, such as the steel, automo- 
bile, rubber, glass, and similar industries. I am sure you gentlemen 
are familiar with the existence of supplementary pension plans in 
these large industries. 

It is believed that the total cost to employers in some large indus- 
tries, of the social security taxes plus the noncontributory private 
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ension plans, exceeds the present cost to the railroads, and it is my 
Belief that even after the enactment of the bill, the cost to the railroads 
would in general not be above that of the total cost to these large 
industries. 

Senator Morse. Mr. Harper, do you know whether or not any other 
witnesses are going to supply us with any cost figures to the employers 
that support that supposition ? 

Do you know whether or not any of the witnesses for the brother- 
hoods are going to give us the information that will support your 
belief that the total cost to the employers in some large industries of 
the social security taxes, plus the noncontributory pension plan, ex- 
ceeds the present cost to the railroads? 

Mr. Harper. Yes, the representative of the brotherhoods, Mr. 
Schoene, will give you some figures, and will discuss at much greater 
length these costs. 

And, Mr. Chairman, there is a discussion of this same point in the 
record of last year, so that you can find that. 

Senator Morse. I don’t know about that, but I do know that it was 
highly controversial last year. and I know you are going to supply us 
with material this year that will remove any doubts. 

Mr. Harper. I think the testimony will establish the accuracy of 
that statement- 

There will be testimony before you by persons qualified to discuss 
the railroads’ financial situation, but I satisfy myself with the state- 
ment that the railroad-employees should be afforded the same advan- 
tages as are enjoyed by those in other large industries who receive not 
only social security benefits but supplemental benefits, the total of 
which exceed, in some cases, the benefits that railroad employees will 
receive even after the enactment of this bill. 

In my statement in the Board’s report on the bill, I stated clearly 
my position as being in favor of the 10 percent increase in retirement 
benefits and the increase in the taxes proposed in the bill. 

In considering the ability of the industry to pay unemployment 
insurance costs, it is pertinent to compare the cost of the railroad un- 
employment insurance system with the average cost of the State 
unemployment insurance systems. 

When the raildroad unemployment insurance system started in 
1939, the rate of contribution was fixed at 3 percent of taxable payroll. 
Succeeding unforeseen developments had a marked effect upon unem- 
plovment insurance costs. 

World War ITI reduced unemployment to a minimum, with the 
result that the 3 percent contribution rate provided sums greatly in 
excess of requirements. 

Consequently, there was an accumulation in the unemployment 
fund of more than $900 million. The railway labor organizations and 
the railroads gave their consideration to this condition, and in 1948 
it was agreed that a sliding scale should be substituted for the then 
flat rate. 

Legislation was enacted to implement this agreement, providing 
that the contribution rate should rise and fall in conformity with the 
amount in the railroad unemployment insurance account available for 
the payment of benefits. 
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Thereafter, and in accordance with the terms of the law, the contri- 
bution rate was reduced from the maximum of 3 percent to 0.5 
percent. 

The 0.5 rate of contribution, in contrast to the maximum 3 percent 
as fixed in the act, remained applicable and in effect for the 8-year 
period 1948 through 1955. 

In other words, for an 8-year period the contribution rate was 
reduced from the maximum provided in the law to an actual one-half 
of 1 percent during that eight-year period. 

In the year 1956 the contribution rate was raised to 114 percent of 
taxable payroll, and went up further to 2 percent in 1956 and 2.5 
percent in 1957, these increases being attributable to the recession, with 
which we are all familiar. 

It is interesting and noteworthy that, for the 11-year period 
1947-58, the Railroad U nemployment Insurance Act average contri- 
bution was 0.9 percent compared with 1.6 percent for the State laws. 

This was so in spite of the fact that sickness benefits were added to 
the Railroad Unemployment Act in 1947, a provision contained in 
only four State systems. 

In the light of these facts, it does not appear that the railroads have 
fared badly compared with industry generally in unemployment 
insurance contributions. 

The bill S. 226 provides a minimum contribution rate of 3.5 percent. 
Estimates prepared by the staff of our director of research indicate 
that this w pola not be enough to pay the increased cost of the program 
if the bill is enacted. 

Consequently, I concur with the recommendations of the Chairman 
of the Board that the maximum rate be increased to 4 percent. 

Senator Morse. Thank you very much. 

Mr. Harrer. Now, I don’t want to let some of the statements made 
by the railroad representative to go unanswered. 

Senator Morse. I was about to ask you about some of them after 
Senator Clark asks his questions. 

Mr. Harper. Very well, sir. 

Senator Morse. Senator Clark. 

Senator CLark. Senator Morse, I would rather have you conduct 
the examination, because you are so much more familiar with this than 
Tam. 

1 was quite startled with some of the statements of Mr. Healy’s 
presentation. Mr. Merrick has furnished me with the provisions of the 
act, section 4(a), “disqualifying conditions,” and section 9, “penal- 
ties.” 

I was wondering, as a naive, new member of this subcommittee, how 
this approach to payments which appear, at least superficially, to be 
improper could have been made in view of the sections of the act to 
which I have just referred. 

Senator Morse. That, Mr. Habermeyer and Mr. Healy, was the only 
question that I had planned to ask this morning, and I throw it out 
really for handling by other witnesses, subject to any comment that 
any one or all three of you may wish to make this morning. 

You recall that when we had this problem presented to us last year 
the members of this committee were concerned about two things: 
First, the substance of the charge that some payments were made in 
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regard to which subsequent actions had to be taken for recovery; and 
second, the procedures that administratively the Board is following 
in regard to the plan to prevent payments in the first place that 
shouldn’t be made. 

I am speaking out of recollection now, but I remember that we 
raised this matter with the Board and suggested that it would be 
better if it was possible to follow the procedural devices under the act 
to have rules that would prevent these payments in the first place, 
rather than subject the funds of the Board to the administrative costs 
that they were trying to recover. 

Senator Crark. Let me just give you an example. What is the 
justification for paying 863 individuals $556,400 enem poy. ment. com- 
pensation where they were intoxicated in reporting for duty ? 

First, is the statement correct ? 

And second, if it is correct, how come ? 

Mr. Harrer. The Board has the duty and the obligation to ad- 
minister the Railroad Unemployment Insurance Act. The decision 
of disputes between employees and carriers as to the justice of dis- 
charges come within the purview of the Railroad Adjustment Board. 

The Board in the first place doesn’t have the facilities, nor is it its 
duty to determine the justice or injustice of discharges. 

In the first place it would delay the payment of claims, delay the 
payment of many just claims. If we made a decision and decided in 
our wisdom that some man had been properly discharged, and if that 
man took his case or his organization took the case to the Adjustment 
Board, the fact that our Board had already ruled unfavorably with 
respect to his discharge would prejudice his standing before that 
Board. 

And so we don’t go into the justice or the injustice of discharges 
in the payment of unemployment insurance. 

Senator Morse. As I recall, Mr. Harper, in 1957 there was some 
testimony or some memorandum put in the record to the length of time 
that it takes to handle the typical case through the Adjustment Board. 

Am I correct in my recollection that one of the points you gentlemen 
made in 1957 was that it takes a considerable amount of time? 

Mr. Harrer. Two or three years 

Senator Morse. And in the meantime the man has no source of in- 
come. And you feel that the act as it is presently worded is manda- 
tory upon you to authorize the payment of the benefits, and then if 
the Adjustment Board finds that he was justifiably discharged, to pro- 
ceed with recovery ? 

Mr. Harper. In cases of that kind, if an employee is discharged, he 
has to qualify, he has to be available, and willing and ready to work. 
He has to make reasonable efforts to find other work before we pay 
him, and we subject him to the same qualifications as we do other appli- 

‘ants for unemployment insurance. 

Senator Morse. I think Senator Clark and I have served our pur- 
pose on this point as of now, subject to Senator Clark’s approval. 

T would like to request that you three gentlemen on the Board supply 
us for the record either with further testimony or with a written 
memorandum dealing with these points that Mr. Healy has raised. 

Let me point out to you quite frankly that when we come to write 
up a bill it is necessary for us to meet the arguments, not only in our 
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committee but subsequently on the floor of the Senate. If we present 
a bill that does not provide the procedural protections necessary to 
prevent great injury to this fund and which will therefore do wrong 
to both the carriers and the employees that support this fund, peti- 
tioners or applicants may be guilty of fraud, may be guilty of behavior 
that justifies discharge, may be guilty actually of criminal acts in the 
performance of the work such as pilfering. If you do not have a 
procedure that permits of a quick determination without draining the 
funds, and from what Mr. Healy says, results in only a small - per- 
centage of the fund actually being recovered, it is only natural that 
Senators will say, “W ell, you had better stop that loophole before you 
ask us to vote for it.” 

Now you do have that situation in which one Board, the Adjust- 
ment Board, has one jurisdiction, and the Retirement Board has an- 
other jurisdiction. 

The question is a fair one: Shouldn’t we insist upon some pro- 
cedure that will provide at least for a temporary administrative 
withholding of the funds until there can be a look-see as to whether 
at least a prima facie case exists against the applicant justifying 
withholding the funds until the merits of the charge of drunkenness 
or criminal conduct or fraud can be looked into ? 

I think you and I know what would happen to those in charge of 
a trust fund operated by a trust company or an insurance company 
or any other trust if they paid out funds and said, “Oh, we will 
always have a right to recover them if we pay them mistakenly.” 

Mr. Hasermeyer. I would like to make a comment with respect to 
this discussion. The Board under the law does have plenty of pro- 
visions, and we do assess those provisions. 

For example, if a man voluntarily quits his job, he is not entitled 
to unemployment benefits for 30 days. 

If we find that he has fraudulently drawn benefits, we can assess 
a penalty of 75 days. 

With respect to the discussion on the cases where the individual is 
fired for cause, [ was much disturbed by some of the testimony last 
year and some of the activities within the Board. 

I checked back with the first Chairman of the Railroad Retirement 
Board, Mr. Latimer, and he told me that in the original Unemploy- 
ment Insurance Act there was a disqualifying provision in such cases 
but such provision was subsequently deleted on the joint recommenda- 
tion of railroad management and railroad labor, because they did not 
want the Board to prejudge these cases that w ould go to the Adjust- 
ment Board. At that time they said that they would rather have 
the benefits paid than to have the Board enter a decision as to whether 
or not the benefits should be paid because such a decision would, in 
effect, be prejudging the individual’s case. 

Senator Morse. I remember that last year, but now we have Mr. 
Healy coming along this year and giving us statistics here in regard 
to the loss of money, and that disturbs me. 

Senator Clark has indicated that it disturbs him. 

Senator Crark. Mr. Chairman, could I ask Mr. Healy a question ? 

Mr. Heary. Yes. 


Senator Ciark. Mr. Healy, would you turn to that part of your 
statement, please—— 













78 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 

Mr. Heatry. Yes, sir. 

Senator CLarK (continuing). Where you make the categorical 
statement: 
In the last fiscal year, 10,200 railroad employees who were discharged or sus- 
pended for just causes drew $6 million in unemployment benefits under the 
Railroad Unemployment Insurance Act. 


How do you know that they were discharged or suspended for just 
causes? Is thata unilater al statement of the railroad 4 

Mr. Heary. No, sir, that is some actual facts and some. statements 
prepared for me by the Director of Research, the Railroad Retirement 
Board. 

Senator Criark. In other words, you stand on the statement that 
this is not a matter in dispute between the railroad and the employees 
as to whether he was discharged for just cause, it is a fact established 
that he was discharged for that cause. 

With respect, then, looking at the same paragraph, to the 863 who 
drew $556,400 for being intoxicated, there is no question of fact, the 
man was intoxicated ? 

Mr. Heary. I wasn’t there, but this is a statement—that was what 
he was discharged for. 

Senator Ciark. If the railroad says he was intoxicated and he said 
he wasn’t, I don’t think the railroad should necessarily be permitted 
to judge the case on its own. 

But your statement makes it appear that this is an established 
fact, and I wonder whether you i stand by that, or whether you 
would agree that perhaps this is a controversy which has not. been 
determined, whether the man was or was not drunk. 

Mr. Heary. Mr. Clark, may I just say that the statement, if you 
will look a little further down there, it says— 

The brotherhood officials have refused to help me. 

Senator CiarK. Yes. 

Mr. Heary. All right. That man was fired for being drunk on 
duty. 

Senator Ciark. Yes. Did he deny that he was drunk? That is 
what I am interested in. 

Mr. Hwary. No; these figures here—and Gene Koch will correct me 
on this—those figures were compiled from the unemployment insur- 
ance applications, weren’t they ? 


STATEMENT OF EUGENE E. KOCH, ASSISTANT DIRECTOR OF UN- 
EMPLOYMENT AND SICKNESS INSURANCE, RAILROAD RETIRE- 
MENT BOARD 


Mr. Kocn. They were compiled from the unemployment insurance 
applications 

Senator Morsr. Will you identify yourself for the record, please? 

Mr. Kocu. My name is Eugene E. Koch. I am Assistant Director 
of Unemployment and Sickness Insurance in the Railroad Retirement 
Board. 

Senator Morsr. And your testimony is what ? 

Mr. Kocu. These figures were supplied from information furnished 
by applicants for unemployment insurance benefits on their applica- 
tions and through interviews. 
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Senator Morsr. On their applications and through interviews; did 
they admit that they were fired because they were intoxicated ? 

Mr. Kocu. They admitted they were fired because they were in- 
toxicated—they did not admit they were intoxicated, but that is why 
they were fired. 

Senator Morse. That is the reason given by the carriers as to why 
they were fired ? 

Mr. Kocu. Our field representative asked the man, “Why were you 
discharged?” And he said, “I was discharged for being drunk.” 

Senator CLark. Or did he say, “I was discharged because they said 
I was drunk”? 

There is quite a difference. 

Mr. Kocn. Well, I couldn’t know about these cases, I didn’t see 
them myself, but these are the reports of the reasons why the man 
was dismissed. 

Senator Morse. Well, let the record stand as it is subject to change 
by the Board or the carriers or the brotherhoods. 

Senator Clark and I—before you came in, Senator Cooper, when 
Mr. Healy was testifying—were a little disturbed again this year, 
as we were last year about the allegation that a lot of money is paid 
out in fraud cases, in justifiable discharges, and pilfering cases. 

You remember last year we suggested that if the situation could be 
improved by administrative procedures, we hoped it would be done. 
Now, it is raised again this year, and I have raised the question. 

Mr. Habermeyer, were you about to say something ? 

Mr. Hasermeyer. Well, I would like to say this with respect to 
administrative procedures. I believe we do a good job at the Board 
with respect to our policing activities. Under any system such as 
ours, you will have individuals who will try to get around the law. 

Senator Morse. That is true, but $6 million worth is an awful lot. 

Mr. Hapermeyer. I would say, generally speaking, we recover 
the vast majority of our fraudulent payments, the vast proportion of 
all fraudulent payments. We do a thorough, complete policing job 
without getting into the position of spending $2 for policing for every 
$1 we collect. 

Senator CLark. Do you agree with that last statement, Mr. Healy? 

Mr. Heaty. In the cases I talked about we have not gotten half of 
it back. I just cited some figures which prove we do not. 

Senator Morsr. Mr. Healy, we are not going to argue with you 
gentlemen about questions of fact, we are just going to ask for the 
facts. 

Mr. Hapermeyer. I will be glad to furnish a statement with re- 
spect to it. 

Senator Morse. Fine. 

(Mr. Habermeyer subsequently submitted the following:) 

RAILROAD RETIREMENT BOARD, 
Chicago, Ill., February 13, 1959. 
Hon. WAYNE Morse, 
Chairman, Subcommittee on Railroad Retirement, 


Committee’ on Labor and Public Welfare, 
U.S. Senate, Washington, D.C. 


Dear SENATOR Morse: This refers to your request of February 9, 1959, for 
information concerning fraudulent claims under the Railroad Unemployment 
Insurance Act and claims under that act in which the claimant has been dis- 
charged or has left work voluntarily. 
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FRAUDULENT CLAIMS 
Statutory provisions 

The provisions of the Railroad Unemployment Insurance Act relating to the 
points concerning which you have inquired are set out in an attachment to this 
letter. With regard to fraudulent claims, you will note that section 4(a-1) (i) 
imposes a disqualification which excludes a claimant from receiving benefits 
for any of the 75 days beginning with the first day of any registration period 
with respect to which the Board finds that a fraudulent claim was made. This 
disqualification is sometimes referred to as the administrative disqualification. 

In addition to the administrative disqualification, the act provides for the 
criminal prosecution of anyone who knowingly makes a false or fraudulent 
claim. Under the provisions of section 9(a) such an individual is punishable 
by a fine of not more than $10,000 or by imprisonment not exceeding 1 year, or 
by both fine and imprisonment. 

Section 2(d) of the Railroad Unemployment Insurance Act contains specific 
provisions to facilitate the recovery by the Board of benefits paid to an indi- 
vidual who was not entitled to them. Such recovery may be made by offsetting 
any benefits to which the individual or his survivors may become entitled, not 
only under the Railroad Unemployment Insurance Act but also under the Rail- 
road Retirement Act. These specific provisions are in addition to the genera! 
rights of the Government as a creditor. 

Administration of fraud provisions 


In almost all cases of fraud, the claimants have failed to report that they were 
working on days which they claimed as days of unemployment. The Board 
takes steps, through its registration procedures, to prevent the payment of bene- 
fits to employees when they are working. Employees ordinarily register before 
railroad unemployment claims agents, usually at their last railroad work loca- 
tion. The claims agent thus has knowledge whether the employee worked for 
the railroad. In the smaller communities, the unemployment claims agents 
often have knowledge whether their claimants are performing other work, and 
this helps to assure valid claims. 

Fraud is usually detected by comparing a claimant’s periods of claimed unem- 
ployment with wage records showing his wages as reported by all of the per- 
sons or companies for whom he worked. Such records are compiled by the Rail- 
road Retirement Board for the railroad industry and by State unemployment 
compensation agencies and the Social Security Administration for other indus- 
tries. Some time must elapse before the records are available. In some cases, 
wage records are not ready and cannot be consulted until the second quarter of 
the calendar year following the year in which the wages were earned. It 
would be impractical to withhold benefit payments until such records can be 
prepared and consulted. 

Checks for employment on claimed days are made on a spot-check basis and 
are directed toward cases where it seems most likely that improper claims may 
be found. In selecting cases to cheek, consideration is given to the length of 
the claimant’s unemployment, his occupation, and any other information in the 
file which would indicate whether he might be likely to have obtained work. 
Such checks are made by the various field offices of the Board in a minimum of 
2 percent of the cases. 

When the Board finds that a claimant has received compensation or wages 
during a period when he claimed that he was unemployed, a check is made of 
the employer’s payroll to determine the days on which he worked. If the 
employer’s payroll shows that the claimant worked on days which he claimed as 
days of unemployment, the question of fraud is then considered. 

The 75-day administrative disqualification is applied in each case where fraud 
is found. In addition, many cases are referred to U.S. attorneys for criminal 
prosecution under section 9(a) of the act. The more flagrant fraud cases, ones 
in which there is most likelihood of conviction, are considered for prosecution. 
Other cases are not referred because in most areas of the country the large 
number of cases on the Federal court dockets and other factors make it im- 
practical to do so. 

Convictions are obtained in many of the cases referred for criminal prose- 
cution. Often the claimant is placed on probation with repayment of the benefits 
due the Board made a condition of the probation. 

Separate records are not kept of amounts of benefits determined to be recover- 
able because the claims were fraudulent or of the amounts of such benefits 
which are ultimately recovered. There are records of the total amount of 
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benefits held to be recoverable for all reasons (including fraud) and of the 
total amount recovered. These records show that most of the money determined 
to be recoverable is recovered. 

The following table shows the percentage of unemployment benefits held to 
be recoverable to the total unemployment benefit payments for each of the last 
4 completed years: 





| Unemployment | Unemployment Percent of 
Benefit year benefit benefits payments 
payments | recoverable 





$154, 235, 611 | $1, 817, 893 
56, 540, 188 | 1,321, 817 
84, 201, 061 1, 146, 253 
170, 586, 768 | 1, 473. 701 


465, 563, 628 | 5, 759, Gti 


The following table shows the amounts of unemployment benefits held to 
be recoverable in each of the last 4 completed years and the amounts recovered: 


| Unemploy- | Unemploy- 

ee ; 

Benefit year ment benefits | ment benefits 
recoverable recovered 





$1, 817, 893 | $1, 575, 881 
1, 321, 817 | 1, 087, 636 
1, 146, 253 | 1, 058, 820 
1, 473, 701 | 1, 391, 619 


5, 759, 664 | 5, 113, 956 


In many recoverable cases, particularly fraud cases where the amounts are 
likely to be large, it takes a considerable time to complete the recovery. An 
amount which is established as recoverable in one benefit year may not be com- 
pletely recovered until the next or a later year. 

Recovery of benefits erroneously paid as a result of fraud or other fault 
of the claimant or recoverable for any other reason is effected by cash collec- 
tion from the claimant. Recovery may also be effected by adjustment in pay- 
ments of benefits due the claimant under the Railroad Unemployment Insurance 
Act or Railroad Retirement Act and by adjustment of payments under the Rail- 
road Retirement Act to the claimant’s survivors. 

When the Board is unsuccessful in recovering the amount due in a fraud case, 
the case is submitted to the Goverument’s General Accounting Office for whatever 
further action that Office may be able to take. Cases in which that Office is 
unable to effect collection are often referred to the Department of Justice. The 
U.S. attorneys to whom the cases are referred sometimes effect collection without 
filing suit, but in some cases such action is necessary. 


Data as to fraud cases 


Fraudulent claims under the act are not numerous. The following table shows, 
for each of the last four completed benefit years, the number of fraud cases 
under the act, and a comparison of the number of such cases with the total 
number of employees who received unemployment benefits : 


} 
Number of 
| Number of cases in Fraud cases 
| unemploy- jwhich admin-| per 100 bene- 
| ment bene- | istrative dis- ficiaries 
|  ficiaries qualifications| (percent) 
for fraud 
applied ! 


307, 180 920 

137, 600 758 

1956-57 217, 250 505 
1957-48 emul 307, 960 571 


' Includes a negligible number of sickness benefit fraud cases. 
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Most of these cases were developed from the spot checks for employment on 
claimed days referred to above. In the calendar year 1958, there were 31,016 
cases in the initial check. Of these 9,991 were checked against the payroll 
records of particular employers. In 2,164 cases, the claimants had received pay 
for work performed, vacation pay or other remuneration for days claimed as 
days of unemployment. Some benefits were recoverable in each of the 2,164 cases, 
and fraud was found in 422. 

Comparison of fraud provisions with State laws 

In the following comparison, the information with regard to State laws is 
taken from the chapter “Disqualification for Fraudulent Misrepresentation to 
Obtain Benefits” in BES No. U-141, “Comparison of State Unemployment Insur- 
ance Laws as of January 1, 1958,” Bureau of Employment Security, U.S. Depart- 
ment of Labor (pp. 105-110). That work contains a much fuller discussion of the 
provisions of the State laws than is possible in a brief report of this nature. 

As indicated above, the disqualification for fraud under the Railroad Unem. 
ployment Insurance Act is for 75 days. Forty-seven of the State laws provide 
disqualifications for fraud. These provisions follow no general pattern. The 
beginning date of the disqualification and the duration vary among the State 
laws. In 13 States the disqualification is for at least 1 year. In four States 
application of the disqualification is not mandatory, but is left to the discretion 
of the agency. In three States the duration of the disqualification is at the 
discretion of the agency. Some State laws provide for cancellation of wage 
credits or for reduction of the possible maximum benefits because of fraud on 
the part of the claimant; there is no such provision in the Railroad Unemploy. 
ment Insurance Act. 

As indicated above, a person convicted for fraud under the Railroad Unem. 
ployment Insurance Act may be fined (maximum $10,000) or imprisoned (maxi- 
mum 1 year), or both. The laws of all States but six provide for a fine (maximum 
$20 ‘to $1,000) or imprisonment (maximum 30 days to 1 year), or both. The 
most frequent fine on the worker is $20 to $50 (12 States). Of the six State 
laws that do not provide for a specific fine or term of imprisonment, four provide 
that any fraudulent misrepresentation or nondisclosure to obtain, increase, reduce 
or defeat benefit payments is a misdemeanor, punishable according to the State 
criminal law. In one of the two remaining States, fraudulent misrepresentation 
or nondisclosure to obtain or increase benefits is a misdemeanor; in the other 
it is a felony. 

CASES IN WHICH CLAIMANT WAS DISCHARGED 


Absence of statutory provision relating to discharge 


The Railroad Unemployment Insurance Act contains no provision disqualifying 
an employee by reason of his having been discharged. Consequently, the Board 
makes no determination with respect to the cause of discharge. 


Repeal of disqualification for discharge for cause 


The Railroad Unemployment Insurance Act approved June 25, 1938 (Public 
Law 722, 75th Congress, ch. 680, 3d sess, H.R. 10127) contained this provision: 

“Sec. 4(a) There shall not be considered as a day of unemployment, with 
respect to any employee * * * (ii) any of the forty-five days beginning with the 
day with respect to which the Board finds that he was discharged or suspended 
for misconduct related to his work; * * *” 

This provision was removed from the act when it was amended in June 1939. 

The report on the Senate bill to amend the act contained the statement quoted 
below about the discharge provision. This was a report by the Committee on 
Interstate Commerce, 76th Congress, 1st session, Report No. 325, on S. 2017, dated 
April 25, 1939. 

“Paragraph (ii) [of section 4(a)] now contains a disqualification of 45 days 
beginning with the day with respect to which the Board finds that an employee 
was discharged or suspended for misconduct related to his work. The employers 
covered by the act state that it would be extremely difficult to distinguish satis- 
factorily between misconduct relating to work and misconduct not relating to 
work, and the employees oppose the operation of such disqualification unless there 
is a clear understanding of what is misconduct within the meaning of the 
disqualification. For these reasons the employers and the employees join in 
recommending the repeal of the disqualification.” 


Administration in discharge cases 


From each railroad employee who claims benefits, the Railroad Retirement 
Board obtains information about his separation from his last railroad employ- 
ment and about his separation from any other work which he had after leaving 
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railroad employment. The information is supplied by the employee when his 
application for unemployment benefits and each of his claims for unemployment 
benefits are completed. When the employee is interviewed by the Board’s field 
service, he is asked for more information about his separation from his employ- 
ment. Such information is requested in order to determine the employee’s 
eligibility for benefits and in order to make effective placement efforts. 

In any case where a discharged employee is reinstated with pay for time lost, 
the Board may recover all or a part of the benefits paid to him. If the employer 
has notice of the payment of benefits, the employer must set aside for payment 
to the Board a part of the pay for time lost equal to the amount of benefits for 
the period for which time lost is paid. The Board accordingly inquires whether 
discharged employees are seeking reinstatement and sends their employers notice 
of benefit payments. 


Comparison of discharge claims with all claims 


A special study of discharge cases in the 1957-58 benefit year disclosed data 
as to discharge cases which in the following table are compared with comparable 
data for all unemployment benefit cases for the benefit year: 


Benefieiaries Claims Estimated benefits 


| | 
Number | Percent Number Percent Amount Percent 
| to total | to total | to total 
| ' 


, 
2,815,151 |........_-| | $169, 214, 420 fe ee 
85, 060 3.0 | 5, 528, 900 | 3.3 











AiR ORNs coves nsnsdces Jasea< i 307, 960 | 
Discharge cases............-.. 10, 825 








CASES IN WHICH CLAIMANT LEFT WORK VOLUNTARILY 


Statutory provisions 


The act provides a disqualification excluding an employee from receiving 
benefits for 30 days if he voluntarily leaves work without good cause. The 
period of disqualification begins with the day with respect to which the Board 
finds that he left work. 


Administration in voluntary quit cases 


Most voluntary quits are reported by claimants on their applications or claims 
for unemployment benefits. In some cases railroad employers have also reported 
to Board field offices the identity of claimants who quit work. 

When “voluntary quit” is shown on a claim for days within 30 days of the 
date of the quit, or if the Board learns of it in some other way, the Board field 
office obtains information concerning the suitability of the work and the reason 
for the quit. This is in order to determine whether the 30-day disqualification 
is applicable. 

A claimant’s reason for voluntarily leaving work often has a bearing on his 
availability for work and on the prospects of finding work for him. Accord- 
ingly, field offices interview claimants who have voluntarily quit their jobs even 
though they do not claim benefits within 30 days after the date of their quitting. 


Data on voluntary quit claims 


A special study of voluntary quit cases in the 1957-58 benefit year disclosed 
the following data as to voluntary quit cases: 





Number of | Estimated benefits on 

















claims sub- claims submitted for the 
Number of mitted for year 1957-58 
claimants | the 1957-58 
who quit | yearafter | 
the quit | Amount Average per 
Berek itoa paid | claimant 
| 
Number of claimants investigated and dis- | 
Nat oie eee ae 1, 465 11, 784 | $765, 960 $522. 00 
Number of claimants investigated and not dis- 
INE a ct5i 05021. SE. ctnieth baad dn adecs Sab 2, 323 20, 270 1, 317, 550 567.00 
Number of claimants not investigated __......_. 10, 842 | 86, 700 5, 635, 500 519. 00 











ND icant reine bcicse cece sete cote 14, 630 | 118, 754 | 7, 719, 010 | 527. 00 


_— 
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Claimants investigated and disqualified were those who claimed benefits within 
30 days after the quit and who were found not to have good cause for quitting. 
Benefits were paid for days of unemployment after the end of the 30-day dis- 
qualification period. 

Claimants investigated and not disqualified were those who claimed benefits 
within 30 days after the quit but were found to have good cause for quitting. 

Claimants not investigated were those who did not claim benefits within 30 
days after the quit. 

Board Member Healy will file a supplement statement. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 
Attachment. 


PROVISIONS OF RAILROAD UNEMPLOYMENT INSURANCE ACT 


FRAUDULENT CLAIMS 

Disqualification : 

“Sec. 4(a-1). There shall not be considered as a day of unemployment or as 
a day of sickness, with respect to any employee— 

“(i) any of the seventy-five days beginning with the first day of any registra- 
tion period with respect to which the Board finds that he knowingly made 
or aided in making or caused to be made any false or fraudulent statement 
or claim for the purpose of causing benefits to be paid * * *”. (45 U.S.C, 
1952 ed., § 354(a-1) (i) ) 

Penalties : 

“Sec. 9. (a) Any officer or agent of an employer, or any employee representa- 
tive, or any employee acting in his own behalf, or any person whether or not of 
the character hereinbefore defined, who shall willfully fail or refuse to make any 
report or furnish any information required by the Board in the administration of 
this Act, or who shall knowingly make or aid in making or cause to be made 
any false or fraudulent statement or report when a statement or report is re 
quired to be made for the purposes of this Act, or who shall knowingly make or 
aid in making or cause to be made any false or fraudulent statement or claim 
for the purpose of causing benefits or other payment to be made or not to be 
made under this Act, shall be punished by a fine of not more than $10,000 or by 
imprisonment not exceding one year, or both.” (45 U.S.C., 1952 ed., § 359(a)) 


LEAVING WORK VOLUNTARILY WITHOUT GOOD CAUSE 


Disqualification : 
“Sec. 4 * * * (a-2). There shall not be considered as a day of unemployment, 
with respect to any employee— 
“(i) any of the thirty days beginning with the day with respect to which 
the Board finds that he left work voluntarily without good cause * * *”, 
(45 U.S.C., 1952 ed., § 354(a-—2) (i) ) 


RECOVERY OF AMOUNTS PAID 


“Seo. 2. * * * (d) If the Board finds that at any time more than the correct 
amount of benefits has been paid to any individual under this Act or a payment 
has been made to an individual not entitled thereto (including payments made 
prior to July 1, 1940) recovery by adjustments in subsequent payments to 
which such individual is entitled under this Act or any other Act administered 
by the Board may, except as otherwise provided in this subsection, be made 
under regulations prescribed by the Board. If such individual dies before re- 
covery is completed, recovery may be made by setoff or adjustments, under 
regulations prescribed by the Board, in subsequent payments due, under this 
Act or any other Act administered by the Board to the estate, designee, next 
of kin, legal representative, or surviving spouse of such individual, with 
respect to the employment of such individual. 

“Adjustments under this subsection may be made either by deductions from 
subsequent payments or, with respect to payments which are to be made 
during a lifetime or lifetimes, by subtracting the total amount of benefits paid 
in excess of the proper amount from the actuarial value, as determined by the 
Board, of such payments to be made during a lifetime or lifetimes and re- 
certifying such payments on the basis of the reduced actuarial value. In the 
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latter case recovery shall be deemed to have been completed upon such 
recertification. 


* x > * * * * 


“(f) If (i) benefits are paid to any employee with respect to unemployment 
or sickness in any registration period, and it is later determined that re- 
muneration is payable to such employee with respect to any period which in- 
cludes days in such registration period which had been determined to be days 
of unemployment or sickness, and (ii) the person or company from which such 
remuneration is payable has, before payment thereof, notice of the payment of 
benefits upon the basis of days of unemployment or sickness included in such 
period, the remuneration so payable shall not be reduced by reason of such 
benefits but the remuneration so payable, to the extent to which benefits were 
paid upon the basis of days which had been determined to be days of unemploy- 
ment or sickness and which are included in the period for which such re- 
muneration is payable, shall be held to be a special fund in trust for the Board. 
The amount of such special fund shall be paid to the Board and in the collec- 
tion thereof the Board shall have the same authority, and the same penalties 
shall apply, as are provided in section 8 of this Act with respect to contribu- 
tions. The proceeds of such special fund shall be credited to the account. 
Such benefits, to the extent that they are represented in such a special fund 
which has been collected by the Board, shall be disregarded for the purposes of 
subsection (c) of this section” (45 U.S.C., 1952 ed., § 352 (d) and (f)). 


STATEMENT OF Mr. HEALY 


U.S. RAILROAD RETIREMENT BOARD, 
Chicago, Ill., February 17, 1959. 
Hon. WAYNE MORSE, 
Chairman, Subcommittee on Railroad Retirement, Committee on Labor and 
Public Welfare, U.S. Senate, Washington, D.C. 


Dear SENATOR Morse: The supplemental statement by me, referred to in Mr. 
Habermeyer’s communication to you, dated February 13, follows: 

In my appearance before your committee on February 9, and with your per- 
mission, I summarized results of checks by field representatives of the Board 
for possible employment on days claimed as idle by claimants for unemploy- 
ment insurance benefits under the Railroad Unemployment Insurance Act during 
period July 1, 1956, and September 30, 1958, showing that, as of December 1, 
1958, less than 50 percent of the recoverable payments had been recaptured. 

In the communication referred to it is stated that “separate records are not 
kept of amounts determined to be recoverable because the claims were fraudulent 
or of the amounts of such benefits which are ultimately recovered.” And, in the 
table, on page 4, it is shown that for a selected 4-year period a total of $5,759,664 
in unemployment insurance benefits were deemed to be recoverable and of that 
amount $5,113,956 had been recaptured. 

As the report states, that is the record of the total amount of benefits held 
to be recoverable and includes, as well as fraud, clerical and administrative 
errors, benefit rate adjustments, pay for time lost, ete. 

A statement compiled by the Bureau of Unemployment and Sickness Insur- 
ance, dated February 13, shows that in the last 8 fiscal years, in 59,641 cases 
checked for employment on days claimed as idle, 11,990 cases of recoverable 
payments were found, aggregating $1,294,552. 

As of December 31, 1958, the accounts receivable for recovery of unemploy- 
ment insurance benefits stood around $620,000, including, of course, all items. 
However, audits of four regions in 1957—Atlanta, New York, Kansas City, and 
Dallas—revealed that in accounts receivable aggregating $442,252 a total of 
$365,405, or 883 percent, involved fraudulent claims and payments. 

Since the accounts receivable for unemployment insurance benefits on Decem- 
ber 31, 1958, was around $620,000, 83 percent of the sum or around $514,600 
would be reasonably chargeable to fraud. This does not include (nor does the 
table referred to on p. 4 of the Board’s report of February 13), a total of 
$140,385 in recoveries of unemployment insurance payments that were actually 
waived, for one reason or another during the 8 fiscal years’ period, 1950-51 
through 1957-58. 








86 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


The Board’s report shows benefits paid in the fiscal year 1957-58 to employees 
who were discharged or left work voluntarily. 

In October and November 1958, the Board’s Director of Research, at my 
request, prepared some estimates of the ratio of such benefits to the total 
unemployment insurance payments which I now respectfully offer for your 
consideration : 


4 fiscal years | 10 fiscal years 
July 1, 1954 | July 1, 1948 
to June 30, to June 30, 





1958 1958 
Total unemployment insurance payments-_--._-.-........-..-.-------.--.--- $464, 849,000 | $817,919, 000 
Voluntary quits_-_- sssicipicios apap Wibrte GescAconicae em more nae Reine paar ee | 24, 548, 000, "48, 734, 000 
SENG Fee co stile coccuwbbase tbat eccensaeebndbacddbuaaudl 15, 774, 000 34, 355, 000 
NS S558 B88 oat ce ee ae SE aca | 3,635,000 7, 377, 000 
Ear so td Buin oats sc gia Placa aes eee el | 9,838, 000 15, 656, 000 
Total, selected reasons________.._--.- Smee a Berk me Pater | 53,795,000 | 106, 122, 000 


Percent selected reasons to total unemployment insurance payments---_----- 11.6 13.0 


Very truly yours, 
THOMAS M. HEALY. 

Senator Morse. Mr. Harper, 

Mr. Harrer. As to the recoveries, Mr. Healy’s statement is in- 
complete because it does not include what yet may be recovered. We 
have the right to recover, both under the unemployment insurance 
plan for future periods of unemployment, and we similarly have 
the authority to recover from any railroad retirement benefits that 
that man is entitled to. So that his figures, as to the recoveries to 
date, is an incomplete statement and does not properly picture the 
situation. 

Senator Morsr. Well, I am going to close this discussion at this 
point, unless my colleagues want to say something more, subject to 
this notice to the witnesses for the brotherhoods, that I hope the 
witnesses for the brotherhoods, and following them the witnesses 
for the carriers, will help us in regard to this matter. And I also 
would like to suggest to the brotherhoods that they be a oa ae to 
tell this committee what steps they take within the brotherhoods 
for self-policing. We hear a great deal these days about labor want- 
ing an opportunity to keep its own house in order, and I am strong 
for giving them every possible opportunity. However, if the facts 
bear out Mr. Healy even in part, I think the brotherhoods have a 
burden of coming forward and showing this committee, that if they 
seek further benefits in this bill, that they also are setting up their 
own procedures for policing their own membership from seeking to 
emasculate their own funds, If I were a member of the brother- 
hoods, I would be disturbed if evidence was presented that would 
stand up under analysis that there were members of the brotherhood 
that were guilty of this kind of pickpocketing against the other mem- 
bers. That is what it adds up to; anyone who gets by with a fradu- 
lent claim is just stealing from the other members of the brotherhood 
who have an interest in the fund. As I say, if I were a member of 
such a brotherhood, I would say to my grand-lodge officer “What are 
you going to do about?” Therefore I request, as chairman of the 
subcommittee, that the witnesses for the brotherhoods come forward 
and tell the subcommittee what they are doing about it. 
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Mr. Harper. Let me say for the record, Mr. Chairman, and I say 
this without any qualification at all, the railroad brotherhoods do 
not want any crooked payments, they do not want any invalid claims 
paid, and they are constantly alert to the necessity of keeping out 
fraudulent claims. And I want to say, and let my position be under- 
stood, certainly, no one should understand that I am here arguing 
in favor of the cheaters and the racketeers and the thieves who get 
benefits unlawfully from our Board. 

Senator Morse. Mr. Harper, let the record be perfectly clear I did 
not imply that you were, nor did I imply that the brotherhoods want 
to dispel the fraud. But I know human nature, and I know that 
sometimes the leaders of labor have a little tendency to rest on their 
laurels and when a job needs to be done sometimes it is not done. 
We are entitled in this public record to have the brotherhood of- 
ficials come forward and tell whether or not they are on the job on 
this matter—after it has been raised in the previous hearing of 
another year—or whether they have been resting on their laurels. 
It is just that simple with me. 

Senator Cooper. 

Senator Coorer. I did not hear the testimony at the beginning of 
this hearing so—— 

Senator Morsr. We are in the same position as last year. It was 
as helpful as it was last year, but the job is still going to be before the 
subcommittee, to sift it out. 

Gentlemen, thank you very much. 

Mr. Harper. Let me say something, if you please, about the jail 
situation. Let me make it clear that the example that Mr. Healy 
cited, that a man was not paid unemployment benefits while he was 
in jail, he was in jail during the part of the benefit year, and for the 
part that he was not in jail he was paid these benefits. 

I have been on the Board 9 years, and I never heard of even the 
kind of a case that he mentioned here until he mentioned it. And 
I think maybe, perhaps, it is the only one that he knows of because 
he repeatedly gives the same illustration. Now if we were going to 
fix an unemployment system based on the unusual, the ridiculous, 
the different situation, it would take us a lot of money, it would cost 
a lot of money. 

Now as to maternity benefits, he cited an example where a lady 
became pregnant twice in 10 months. Now the makers and 
framers 

Senator Morse. You are wrong in your figures, he said “a year.” 

Mr. Harper. But at any rate, that is an unusual situation, and I 
do not believe that the framers of the law fixed the provisions of our 
act, to take care of a situation of that kind. And under the circum- 
stances I do not see how the Board could keep from paying if the 
facts as he related them were true, because being pregnant twice, she 
was entitled to benefits twice. And I say again that that is the 
unusual. 

It seems to me that in discussing a bill of this kind we ought to 
take the usual and commonplace, the situation which obtains in the 
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majority of cases, rather than to pick out some isolated cases and cite 
them as examples of something that is undesirable about the act. 
Senator Morse. Gentlemen, I thank you for your testimony. We 
will be in touch with you again for supplementary memoranda, and 
probably for some conferences with us in executive session later. 
We stand in recess until tomorrow morning at 10 o’clock. 
(Whereupon, at 11:30 a.m., the subcommittee recessed, to recon- 
vene at 10 a.m. Tuesday, February 10, 1959.) 
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TUESDAY, FEBRUARY 10, 1959 


U.S. Senate, 
SUBCOMMITTEE ON RarLroaD RETIREMENT OF THE 
Com™MItreE ON Lazpor AND Pusiic WELFARE, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 4232, 
New Senate Office Building, Senator Wayne Morse (chairman of 
the subcommittee) presiding. 

Present : Senators Morse (presiding), Clark, and Case. 

Committee staff members present: Stewart E. McClure, chief 
clerk; Samuel V. Merrick, special counsel to the subcommittee, and 
Ray Hurley, professional staff member. 

Senator Morse. The subcommittee will come to order. 

Our first witness will be Mr. Lester Schoene representing the Rail- 
way Labor Executive Association. You may proceed in your own 
way. 


STATEMENT OF LESTER SCHOENE, ATTORNEY, REPRESENTING 
RAILWAY LABOR EXECUTIVES ASSOCIATION 


Mr. Scuorene. Thank you, Mr. Chairman, my name is Lester 
Schoene. I am a lawyer engaged in the general practice of law with 
offices at 1625 K Street NW., Washington, D.C. I appear here on 
behalf of and as counsel for the Railway Labor Executives Associa- 
tion whom I have represented in these matters for the past 15 years. 

I would like to hand to the reporter a list of the organizations as- 
sociated with them. 


Senator Morsr. The list will be received and incorporated in the 
record. 
(The document referred to follows :) 


ORGANIZATIONS AFFILIATED WITH RAILWAY LABOR EXECUTIVES’ ASSOCIATION 


American Railway Supervisors’ Association. 

American Train Dispatchers’ Association. 

Brotherhood of Locomotive Engineers. 

Brotherhood of Locomotive Firemen & Enginemen. 

Brotherhood of Maintenance of Way Employes. 

Brotherhood of Railroad Signalmen of America. 

Brotherhood of Railroad Trainmen. 

Brotherhood Railway Carmen of America. 

Brotherhood of Railway & Steamship Clerks, Freight Handlers, Express & Sta- 
tion Employes. 

Brotherhood of Sleeping Car Porters. 

Hotel & Restaurant Employees and Bartenders International Union. 

International Association of Machinists. 
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International Brotherhood of Boilermakers, Iron Ship Builders, Blacksmiths, 

Forgers & Helpers. 

International Brotherhood of Electrical Workers. 
International Brotherhood of Firemen & Oilers. 

International Organization Master, Mates & Pilots of America. 
National Marine Engineers’ Beneficial Association. 

Order of Railway Conductors & Brakemen. 

Railroad Yardmasters of America. 

Railway Employes’ Department, AFL-CIO. 

Sheet Metal Workers’ International Association. 

Switchmen’s Union of North America. 

The Order of Railroad Telegraphers. 

Mr. Scuoenr. The association consists of the chief executives of 
some 22 standard railway labor organizations which is all of the 
standard railway labor organizations in the country, and in addition 
the chief executive of the Railway Employees Department, American - 
Federation of Labor-CIO, which is itself a federation of the shop 
craft organizations. 

Collectively these organizations represent virtually all organized 
railroad employees in the country. There are a few exceptions, but 
not many. 

Our association, as the committee is aware, has for many years 
maintained a standing committee on railroad retirement and unem- 
ployment insurance matters, and this committee has from time to time 
made recommendations to the association, and after the approval of 
the association to the Congress the four changes in the railroad retire- 
ment and unemployment insurance laws. I think it is fair to say that 
virtually all amendatory legislation on these subjects has originated 
with recommendations made by the association. Congress does not 
always see fit to follow the recommendations literally, but generally 
amendatory legislation has grown out of such recommendations. 

The bill S. 226 which we are recommending for adoption as 
promptly as legislative action can be taken as the committee is aware 
from its own past experience is an outgrowth of some 3 years of legis- 
lative activity. I think, however, to put it in its perspective it may 
be well to very briefly recapitulate what recommendations we have 
made in the past and what action has been taken with respect to it. 

I have characterized the matter now pending before you as unfin- 
ished business. Back in 1955 our association found that the retired 
railroad employees and the survivors of deceased employees were in 
great financial distress because the purchasing power of their annui- 
ties has declined, the amounts being awarded were relatively small, 
and the beneficiaries were simply unable to live adequately on the 
income that was provided by these benefits. 

It would of course be simple merely to recommend an increase in 
the benefits. However, we found that there was no room by way of 
financing to absorb any increase in benefits at that time. In fact, the 
Railroad Retirement Act according to the last preceding actuarial val- 
uation was running an actuarial deficiency at the time. Consequently, 
it was necessary in conjunction with any recommendations for increas- 
ing the benefits to find some new means of financing not only the new 
benefits to be recommended but the existing actuarial deficiency. 

After a great deal of study we came forward early in 1956 with 
a three-point recommendation. We recommended a general increase 
in benefits of 15 percent. There were exceptions, but the general in- 
crease was in the nature of 15 percent. 
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We proposed to eliminate the actuarial deficiency then existing, 
and to finance these new benefits by increasing the tax rates on both 
employers and employees from 614, to 714 percent. At the same time 
we recognized that railroad employees were already being taxed very 
substantially in excess of the taxes levied on other industrial em- 
ployees and we thought it proper to recommend at the same time 
that the employees be permitted to treat their railroad retirement 
taxes as business expenses and to exclude them from gross income 
for income-tax purposes in the same manner that employer taxes 
are excluded in arriving at net income on which income taxes are 

aid. 

The Congress was unable to conclude action on this program in 1956 
and recognizing, however, the urgent need for prenens some relief 
to retired employees and survivors of deceased employees the Con- 
gress took emergency action near the end of the session in 1956 by 
providing a 10-percent general increase in the retirement and sur- 
vivor benefits. I deferred, however, taking any action on the financing 
or on any offsetting tax relief to railroad employees. 

It was understood at that time, and our organization committed 
themselves to the committees of Congress and to the President, that 
we would come forward early in the next Congress with a program 
that would round out the necessary benefit changes and would at the 
same time provide for the financing of new benefits, and the absorp- 
tion of the actuarial deficiency, not only the preexisting one but the 
additional deficiency that was created by the enactment of the general] 
10-percent increase in 1956. 

Senator Morse. I want to point that up for the benefit of Senator 
Clark, who is a new member of our committee. After the 1956 action 
there was an understanding between and among the brotherhoods and 
the carriers that at a later time there would be a further proposal 
that would take care of the deficiency created in the fund as the result 
of the 1956 action. 

Is that a fair summary statement of what the understanding was? 

Mr. Scuornr. I think so, Senator. At least that is a fair under- 
standing of the commitments that our organizations made to the com- 
mittees of Congress. I think it was understood that the railroads 
would have to come forward with proposals also to put the fund 
on a sound actuarial condition. There was no mutual agreement be- 
tween the carriers and our organizations as to how that would be 
done, but we definitely agreed that we would come forward with a 
program that would be addressed to the entire unfinished problem 
that the emergency legislation left us with. 

Senator Morse. For the record, will you state again the limitations 
at that time as to the deficiency that was created by the 1956 act? 
When Congress finished with the 1956 action some increases were 
allowed, but by allowing those increases there was a deficiency created 
in the fund. It was decided to postpone action with relation to that 
deficiency until the next session of Congress. 

Mr. Scnornet. That is correct. 

Senator Morse. How much was that deficiency ? 

__Mr. Scnornr. I would like to supply the exact figure for the record 
if may. I do not have it before me. It was between 3 and 4 percent 
of payroll, according to my recollection. 

37456—59——7 
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(Mr. Schoene subsequently submitted the following information :) 


ACTUARIAL DEFICIENCY IN THE RAILROAD RETIREMENT SYSTEM AFTER ENACTMENT 
OF THE 1956 AMENDMENTS TO THE RAILROAD RETIREMENT ACT 


The figures below show the actuarial deficiency in the railroad retirement 
system immediately preceding, and subsequent to, the enactment of the 1956 
amendments to the Railroad Retirement Act. 





Percent of | Levelamount 
payroll ! per year? 








(millions) 
Actuarial deficiency immediately before the 1956 Railroad Retirement Act 
Amendments (based on 6th valuation as of Dec. 31, 1953)....-...--..-------- 1. 63 $83 
Ccst of 1956 Railroad Retirement Act Amendments (as estimated in 1956) - - - - - 1. 57 80 
Actuarial deficiency as of Dec. 31, 1956 (7th valuation before revisions) . --.--.-- . * 166 
23 - 


Actuarial deficiency for present law as of Dec. 31, 1958. ....-..--...-.----.---- a4. 





1 Payroll with $350 limit on monthly compensation. 

3 Figures relate to the payroll assumption of the 7th valuation, i.e., $5.1 billion taxable per year. 

* Addition of 0.73 for 1958 Social Security Amendments and 0.20 for not paying the actuarial deficiency 
during 1957 and 1958. 


Senator Morse. That deficiency was related only to retirement 
benefits. It had no relationship whatsoever to unemployment insur- 
ance benefits. 

Mr. Scuorenr. That is correct. The unemployment-insurance bene- 
fits are financed through an entirely separate fund, the railroad unem- 
ployment insurance account, and this deficiency had no relation to that 
account. 

Senator Morse. In 1957 when the brotherhoods came forward with 
a proposal to take care of the deficiency with respect to the retirement 
fund, they also proposed an increase in unemployment-insurance 
benefits. 

Mr. Scuoens. That is right. I was just coming to the 1957 
program. 

Senator Morse. I would like to have in the record at this point for 
the benefit of Senator Clark the history of what happened in 1956. 
When we went to work on the problem in 1957, we were confronted 
with the problem of passing legislation if we could that would bring 
the retirement fund into solvency on a sound actuarial basis. Then it 
was proposed that the committee proceed to consider also some im- 
provements in the unemployment-insurance program. So that when 
our bill was passed last year, S. 1313, it took care not only of the defi- 
ciency in the retirement fund, and the benefits to it, but also some bene- 
fits to the unemployment-insurance program. 

Mr. Scnorenz. That is correct. The program that we proposed to 
the Congress in 1957 was in major part first an additional 10 percent 
across-the-board increase for retired employees and the survivors of 
deceased employees, a proposal to eliminate the actuarial deficienc 
that you have just referred to, Senator Morse, in its entirety, or for all 
practical purposes by a 714 percent immediate increase—I do not 
mean a 714 percent increase—a tax rate of 714 percent on employers 
and employees. That is an increase from 614 percent to 714 percent. 

We also proposed that. the base on which that tax was levied should 


be increased from compensation up to $350 a month to $400 a month. 





wwewa 


t 


, 
y 


7 


nt. 


ld 
th. 


AMENDING THE RAILROAD RETIREMENT ACT OF 1937 93 


We further proposed a contingent increase in a further increase in 
the tax rate to take effect after 1969 if and when the scheduled in- 
erease in social security taxes scheduled to go into effect after 1969 
should occur. We referred to that as a contingent increase because 
we know that a number of times in the past scheduled increases in 
social security taxes have not actually gone into effect as scheduled. 

By that combination of actions the fund would as I say have been 
put in an actuarially sound condition. We again proposed through a 
separate bill that the employees be permitted to exclude their railroad 
retirement taxes from gross income for income tax pe eee: By this 
time also we had found that the Railroad Unemployment Insurance 
Act was proving inadequate to take care of the needs of our industry. 
The daily benefit rate for unemployment compensation had a ceiling of 
$8.50 per compensable day which we felt was inadequate to compensate 
for the wage Yoasbs that unemployed employees were suffering. That 
rate had been adequate when wage rates were lower, but as wage rates 
had increased, it was no longer an adequate proportion of the wage 
loss to be compensated. So we propose that a new benefits schedule be 
adopted which carried a maximum of 60 percent of the daily rate of 
pay as compensation when unemployed with a ceiling of $10.20, which 
is 60 percent of a $17 daily rate of pay. Of course those whose daily 
rate of pay was in excess of $17 would not be compensated to the full 
extent of 60 percent of the wage loss. 

We also found that aside from the inadequacy of the rates the indus- 
try was being affected by a new and different kind of unemployment. 
In the ordinary fluctuations in forces we of course have the application 
of rather highly developed seniority rules in the railroad industry, and 
when forces need to be adjusted according to fluctuating requirements 
the Junior employees go. Then as forces need to be restored they are 
called in seniority order. What has been happening in the postwar 
period has been essentially a technological revolution in the industry. 
Types of services that had been traditional in the industry were being 
greatly curtailed and in many respects skills were no longer utilized. 
Consequently we found not simply junior employees unemployed but 
employees with many years of service being displaced, and for all 
practical purposes permanently displaced from the industry. 

We felt, therefore, that to meet the needs of those employees it was 
desirable and necessary for the industry properly to meet the claims of 
these ea who had devoted their lives to the industry for an extended 
ain of protection graduated according to the years of service they 
iad spent in the industry. 

We drew upon some collective bargaining experience we had had 
in the industry over 20 years ago because this same kind of problem 
resulting from consolidation and mergers of railroad facilities had 
presented itself back in the thirties. At that time we worked out 
what is known in the industry as the Washington job protection 
agreement, which is a national agreement entered into by our organ- 
izations with virtually all of the railroads in the country, providing 
for extended periods of protection up to 5 years in the case of em- 
ployees with 20 or more years of service who are displaced or reduced 
: — rated positions by reason of the consolidation or merger of 

acilities. 
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A copy of that agreement appears in the hearings that were held in 
1957 on S. 1313. ; 

We accordingly proposed extended periods of unemployment insur- 
ance protection for employees with 5 or more years of service grad- 
uated according to the years of service up to where employees with 20 
or more years of service would be protected up to 5 years, 

The bill S. 226 is the outgrowth of the deliberations of this com- 
mittee on that proposal that was slated by the committee and consid- 
ered at considerable length. It is a compromise. It is not a full 
adoption of the recommendations we made particularly with respect 
to the extended periods of employment insurance protection, although 
it adopts in limited form the principle that we had recommended 
represents a drastic reduction in our recommendations. 

Senator Morse. In what respect, if any, does S. 226 differ with 
S. 1313? 

Mr. Scuornr. The major differences are these, Senator: So far as 
retirement benefits are concerned it is substantially the same as S. 1313 
in the last Congress except that the provision contained in S. 1313 to 
provide an insurance lump sum on the death of an employee irrespec- 
tive of whether there were beneficiaries immediately entitled to 
monthly annuity benefits was eliminated. The tax provisions bring 
substantially the same results as those in S. 1313. I am speaking of 
S. 1313 as it was introduced, not the way it was reported by the com- 
mittee. The incidence of the taxes is somewhat different. S. 1313 
had provided for an immediate increase to 714 percent whereas S. 226 
provides for an immediate increase to only 634 percent immediately, 
with graduated increase thereafter, and an acceleration of the con- 
tingent later increase, so that the net result of financing is approxi- 
mately the same as S. 1313. 

Senator Morse. I think I can save some time if you will follow these 
instructions. Will you prepare for the committee, please, the parallel 
column memorandum or chart showing S. 1313 as introduced, S. 1313 
as it passed the Senate, and the provisions of S. 226 in such order that 
the subcommittee can take a look at the chart and see the comparison 
on each of the items? 

Mr. Scuoene. I have before me a chart which shows that informa- 
tion but also shows the House bills and what the House committee 
action on it was. I would be glad to furnish that chart to the reporter 
when I get through discussing it. I need it for my reference while I 
am talking. 

Senator Morse. The chart Mr. Schoene refers to will be printed in 
the record at this point. 

(The chart referred to follows:) 
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Retirement Act benefit changes 





S. 1313 as originally introduced 





1, Annuities and pensions up 10 
percent. 


rm 


. Disability retirees able to earn 


up to $1,200 per year instead | 


of $100 per month. 

. Women employees less than 30 
years service could retire on 
reduced basis at age 62, upon 
election. 

4. Spouse’s annuity on reduced 
basis at age 62, upon election. 

. Insurance lump sum payable 
despite deceased being sur- 
vived by person eligible for 
survivor annuity. 

6. Creditable compensation up to 

$400 per month. 


wo 


o 


. Residual lump sum is increased 


~ 


maximum of $400 a month, 
and increase in tax rates. 

8. Survivor beneficiaries working 
outside United States get 
same work 
those in United States. 


limitations as | 





S. 1313 as reported 


Annuities and pensions up 10 per- | 


cent. 


Disability retirees able to earn up 


to $1,200 per year instead of $100 
per month. 

Women employees less than 30 
years service could retire on re- 
duced basis at age 62, upon elec- 
tion. 

Spouse’s annuity on reduced basis 
at age 62, upon election. 

Insurance — sum payable de- 
spite deceased being survived by 
person eligible for survivor an- 
nuity. 

Creditable compensation up to 
$400 per month. 


| Residual lump sum is increased to | 
to reflect increase in base to | 


reflect increase in base to maxi- 
mum of $400 a month, and in- 
crease in tax rates. 

Survivor beneficiaries who work 
outside United States get same 
work limitation as those in 
United S tates. 


S. 1313 as passed Senate and 
5. 226, 86th Cong. 


Annuities accruing Jan. 1, 1959, 
and thereafter, and pensions 
due on Feb. 1, 1959 and there- 
after, are increased by 10 per- 
cent. 

Disability retirees able to earn up 
to $1,200 per year instead of 
$100 per month. 

Women employees less than 30 
years service could retire on re- 
duced basis at age 62, upon elec- 
tion. 

Spouse’s annuity on reduced 
basis at age 62, upon election. 


Creditable compensation up to 
$400 per month effective Jan. 1, 
1959. 

Residual lump sum is increased 
to reflect increase in base to 
maximum of $400 a month, and 
increase in tax rates. 

Survivor beneficiaries who work 
outside United States to get 
same work limitation as those 
in United 8S tates. 





Railroad Retirement Taz Act changes 


S. 1313 as originally introduced 


1, Tax base increased from $350 to 
$400 per month effective July 
1, 1957. 

2. Tax rate up from 64% percent to 
744 percent effective July 1, 
1957. 


3. Tax rates on employee repre- | 


sentatives up from 1244 per- 
cent on $350 to 15 percent on 
$400 effective July 1, 1957. 


4. Standby tax increase effective 


Jan. 1, 1970, to the extent that 
social security rates exceed 5.5 
percent. 





S. 1313 as reported 


Tax base increased from $350 to 


$400 per month effective Jan. 1, 


1960. 
Tax rate up from 64 percent to 
744 percent effective Jan. 1, 1960. 


Tax rates on employee representa- 
tives up from 12% percent to 15 
percent and $350 to $400 effective 
Jan. 1, 1960. 


Standby tax increase effective 
Jan. 1, 1965, to the extent that 
social security rates exceed 5.5 
percent. 


S. 1313 as passed Senate and 
S. 226, 86th Cong. 








Tax base increased from $350 to 
$400 per month effective Jan. 1, 
1959. 

Tax rate up to 6% 
effective Jan. 1, 1959. 


percent 

Rate up 

to 7% percent effective Jan. 1, 

| 1962. 

| Tax rates on employee repre- 
sentatives up to 134% percent 

| on $400 effective Jan. 1, 1959, up 
to 144% percent effective Jan. 1, 
1962. 

Standby tax increase effective 
Jan. 1, 1965, to the extent that 
social security rates exceed 5.5 

} percent. 

i 














Mr. ScHornm Of course the chart I have now does not show S. 226 
separately but S. 226 is exactly the bill as passed the Senate. 

Senator Morse. You can add S. 226 in accordance with my instruc- 
I want in this record for the use of this committee a chart show- 


tions. 
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ing S. 1313 as introduced, S. 13138 as it passed the Senate, S, 226 as it 
is introduced so that the committee can look at that chart on each of the 
items and see what the likes and dislikes are. 

Mr. ScHorene. I will be very glad to do that, Senator. 

I take it you do not wish me to put the chart in which I was refer- 
ring to. 

Senator Morse. Modify it. You might add the House bill to the 
chart. 

Mr. Scuoene. Then I will simply have to add one column for S. 226, 

Senator Morse. Yes. 

(The chart referred to follows:) 

Railroad Unemployment Insurance Act changes 


S. 1313 as originally introduced 8. 1313 as reported | §. 1313 as passed Senate and 
| 8S. 226, 86th Cong 





1. Daily benefit rate up frem 50 | Daily benefit rate up from 50 | Daily benefit rate up from 50 


t» 60 percent of daily rat to 60 percent of daily rate. to 60 percent ef daily 
2. Maximum daily rate up from | Maximum daily rate up from | Maximum daily rate up from 
$8.50 t> $10.20 $8.50 to $10.20 $8.50 t > $10.20. 
3. Sundays and helidays treated | Sundays and holidays treated as | Sundays and holidays treated as 
s days cf unemployment lays “f unemployment. days ©f unemployment 
4, Days of benefits in first recistra- | Deys ¢f benefits in first registra- | Days of benefits in first registra- 
tion period yp from 7 t> 10. tion up from 7 t* 10 } _ tion up from 7 to 10. 
5. Extended benefit periods: Extended benefit pericds | Extended benefit pericds: 
Weeks Weeks Weeks 
5 t> 10 years 78 10 t? 15 years 26 Less than 10 years (tem- 
19 t’ 15 years 130 15 years or more 52 p rary) 13 
15 t» 20 years 182 10 t® 15 years (perma- 
20 and over 224 nent 13 
15 years or more (perma- 
nent ya i] 
6. Minimum e»rnings to qualify | Minimum earnings to qualify up | Minimum earnings to qualify up 
up from $400 to $500. from $400 to $500. from £400 to $500. 






Railroad unemployment insurance contribution rate changes 






S. 1313 as originally introduced 8. 1313 as reported 8. 1313 as passed Senate and 
S. 226, S6th Cong. 






Bill provides new contribution | Bill provides new contribution | Bill provides new contribution 


schedule as of Jan. 1 of any year | schedule as of Jan. 1 of any year schedule as of Jan. 1 of amy year 

based on the balance in the un- based on the balance in unem- based on the balance in unem- 

employment insurance account ployment insurance account on ployment insurance account on 

on Sept. 30 of the preceding year. Sept. 30 of the preceding year. Sept. 30 of the preceding year. 

Rate is Rate is Rate is 

If balance is— (percent)— | If balance is— (percent)— | If balance is— percent)— 

$450,000,000 or more 2 $450,000,000 or more 2 $450,000,000 or more 1% 
$400,000,000 to $450,000,000_ 246 $400,000,000 to $450,000,090_ 2'6 $400,000,000 to $450,000,- 

$350,000,000 to $400,000,900 3 $350,090,090 to $490,000,000. 3 | 000 2 
$300,000,000 to $350,000,000_ 314 $300,000,000 to $350,000,000_ 3% | $350,000,000 to $400,000,- 

Less than $300,000,000- 4} Less than $300,000,000__... 4 000; . .<-:- 214 
$300,000,000 to $350,000, 

| 000_. 3 


Less than $300,000,000_... 314 






Mr. Scuornr. With respect to unemployment insurance, however, 
S. 1313 as-it passed the Senate and S. 226 represents ‘rather drastic 
changes from S. 1313 as introduced and as recommended by our or- 
ganizations. The principal changes relate to the extended periods of 
protection. S. 226 and S, 1313 as it passed the Senate makes no perma- 
nent provision for extended benefits to employees with less than 10 
years of service. It does provide for such employees on the same lim- 
ited period of extended benefits that were provided to other industrial 
employees through the Federal Unemployment Insurance Extension 
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Act of 1958, but that expires as of June 1, 1959, the same date as the 
Federal legislation applicable to other employ ees expires. 

With respect to employees of 10 to 15 years of service, only 13 weeks 
of additional benefits, or extended benefits, are provided, and for em- 
ployees with over 15 years of service the extended benefits come to 26 
weeks, which is the maximum of extended benefits provided beyond the 
normal benefits for any employees, which may be contrasted to 5 years 
of protection under the W: ashington dob protection agreement, and a 
maximum of 5 years’ protection under S. 1313 as it was introduced. 

It is apparent from the discussions we have had so far that S. 1313 
as amended by this committee did pass the Senate, but by reason of 
procedural difficulties in the closing days of the Congress it failed of 
action in the House. We had wood 1 reason to believe that if the House 
had been able to give it consideration it would have passed the House 
also. 

Senator Morseg. I think the record should show that S. 1513 as it 
passed the Senate was based upon an understanding that the chairman 
of this subeommittee had with the chairman of the House subcommit- 
tee bringing the House bill and the Senate bill into conformity. It was 
our reasonable expectation that by doing that we would expedite the 
passage of the bill through both Houses of the Congress. We suc- 
ceeded in the Senate but, as the witness points out, on ‘the House side 
there were parliamentary objections under the rules that prevented it 
from going to the floor of the House for a vote because the rules re- 
quired unanimous consent and that consent was not granted. 

Mr. ScHorene. That is correct. 

Senator Morse. Is that a fair statement? 

Mr. Scuoenr. Yes, that is an accurate and precise statement, Mr. 
Chairman, 

Notwithstanding the fact that, particularly with respect to unem- 
ployment insurance benefits, S. 296 does not. meet our full expectations 
or full desires, we believe that action and prompt action is so urgently 
needed that we wholeheartedly support S. 226. In order that there 
may be full realization of the extensive consideration, not only this 
committee but the House Committee on Interstate ond Foreign Com- 
merce have already been given the conflicting points of views -and the 
difficulties have been compromised out, so to speak, i in the bill that you 
now have before you. 

It is our earnest hope that by starting with the bill that passed the 
Senate last year it would be possible to take very expeditious action in 
this Congress. 

The question may be asked, Why is it necessary with respect to retire- 
ment benefits to superimpose a 10 percent increase at this time upon the 
10 percent increase that was made in 1956 when only a 15 percent in- 
crease was recommended in 1956? In considering that question I 
think it should first be borne in mind that although the Railroad Re- 
tirement Act formula, both for retirement. benefits and for surviv or 
benefits, was adjusted by 10 percent with the exception of spouses’ an- 
nuities, the actual operation did not result in a 10 percent increase in 
allcases. In fact, with respect to survivors the great bulk of survivors 
received either no increase or increase of less than 10 percent, the reason 
for that being that the majority of survivor benefits were then being 

paid under the minimum formula which provides that those benefits 
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shall not be less than they would have been if railroad employment 
had been covered by social security. 

Even the 10 percent adjustment in the railroad formula was in most 
coses not enough to bring them above that minimum so that the bulk 
of survivor benefits continued to be paid and are being paid today on 
the basis of the social security formula rather than on the basis of the 
railroad retirement formula. Likewise, many spouses receive no in- 
crease from their annuities or receive less than a 10 percent increase 
because the 1956 legislation did not adjust the maximum ceiling on 
spouses’ annuities. Consequently those who were then receiving the 
maximum receive no increase, or if they were within 10 percent of the 
maximum they receive less than the 10 percent increase. However, 
even if we assume, contrary to the fact, that an overall 10 percent in- 
crease in benefits was made in 1956 and nevertheless the changes in 
the cost of living since that time have been such that an additional 10 
percent increase at this time, a total of a 21 percent increase, is still 
an adjustment in the annuity that renders its buying power less than 
a 15 percent increase would have been in terms of the 1956 buying 
power. When we made our recommendation of the 15 percent increase 
in 1956 the cost of living had been quite stable for approximately a 
year. The recommendation was made in the light of the level of 
purchasing powers as of that time. In January of 1956 the cost-of- 
ee index, the Consumer Price Index, as it is more accurately called, 
stood at 114.6 on the 1947-49 based. That is almost exactly the same 
as the average for the year 1955. However, early in 1956 the cost of 
living began to increase again and, although in recent months it has 
been fairly stable for a long period of time, there was almost a monthly 
increase in the cost-of-living index. 

That index as of December 1958, the latest figure now available, 
stood at 123.7 as compared with 113.6 in 1956. That is an increase 
of 9.1 on the index percentagewise, applied to the January 1956 figure 
an increase of almost exactly 8 percent. To take an annuity adjusted 
by 21 percent and depreciate it by 8 percent you will find that the 
resulting annuity is worth in terms of 1956 buying power only 11.32 
percent more than the unadjusted annuity was in 1955. In other 
words, what might appear superficially to be a 21 percent increase 
is an effective increase in terms of 1955 buying power of only 11.32 per- 
cent; or, if you look only at the 10 percent increase made in 1956, that 
has been eroding to an effective value in terms of 1955 buying power 
of only 1.2 percent. 

Senator Morse. Could it be reasonable speculation on my part if 
I assumed that the thinking of the brotherhoods in making their pro- 
posal for this additional 10 percent increase over the amount that you 
obtained in 1956, is recognition that if legislation is passed this year 
the probabilities are rather great that additional legislation will not 
be passed next year or the next and probably the next; and that the 
legislation that passes this year is legislation that in all probability 
you are going to have to live with for a few years? 

The next premise that you may have in mind, the inflationary pres- 
sures being what they are at the present time, is that the cost of living 
will not be going down the next 3 or 4 years. 

Would I be far amiss if I conjectured that that might be a part of 
your plan? 
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Mr. Scuoeng. I think that would be substantially accurate, Senator 
Morse. Of course, I do not want to make a commitment that we will 
not seek further legislation in the next several years. I think it 
depends on what happens. 

Senator Morsg. I am not suggesting that, Mr. Schoene. I am quite 
realistic in the field of legislation. 

Mr. Scuorne. SoamI. I think, for that reason, you. are warranted 
in assuming that we will probably have to live with what is done now 
for some time. I think there is also every indication that there will 
be no substantial reduction in the cost of living in the near future. 

Senator Morse. I raised this colloquy with you speaking only for 
myself. I have always been interested in these wage cases and retire- 
ment cases in the field of labor. We have here the emphasis that the 
spokesmen for an increase always make: bringing the amount up 
to meet the changes that have already occurred in the cost of living. 
I have always been a little bit surprised that they do not suggest an 
increase that will take care of the prospective future to a greater 
extent than they do. What are the prospects of the next 2 or 3 years 
in regard to the cost of living? We might save a lot of legislative 
time if we took that into account in passing legislation, having in 
mind that the legislation will cover the situation in the next 2 or 3 
years. 

Mr. Scuorener. Senator, when you speak of wage cases that is an 
area where a little more flexibility is possible. 1 have participated 
in all the national wage negotiations for the nonoperating employees 
for the last 15 years and we have always sought in wage cases not 
only to seek increases that compensate for changes in the cost of 
living but improvements in the standard of living. I think Ameri- 
can wage history shows that that is a process that can go on and 
should go on, For example in our current wage contract which was 
made in 1956 we provided for an increase of 10 cents an hour at that 
time, 1014 cents I believe it was, with adjustment over the next 3 
years for any increase in the cost of living thereafter, plus 7 cents 
an hour additional on the anniversary date in 1957 and 1958 so 
that there would be improvement in the standard of living as well 
as keeping pace with the cost of living. However, when we are deal- 
ing with the retirement system our limitations of financing are such 
that adjustments to changes in the cost of living have been about 
all we have been able to swing. 

Personally I would like to see further changes in the cost of living 
anticipated and improvements in the standard of living for retired 
employees as well as active employees. We have had to keep our 
recommendations within the limitations of what we felt could be 
financed by reasonable adjustments of the taxes. 

Senator Morse. I am glad I raised the point because I think that 
is a distinction that you need to get into the record. I think we are 
going to have to pay more attention to the general level of retirement 
pay, to take into account the changes in the standards of living that 
are occurring in the decade in which we are presently living. I 
have in mind for example in the field of social security that the bene- 
fits have not been made to the retirees to keep pace with the stand- 
ards of living as well as the cost of living. 

Mr. Scuoenr. I think that is entirely right, Senator, in view of 
the complete discussion that has been had on S. 1313 and in view of 
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the fact that I will supply the chart that you had earlier asked for I 
will not discuss in detail the other provisions of S. 226 concerning 
Retirement Act changes. 

The changes with respect to the Railroad Retirement Tax Act, as 
I said earlier, would produce substantially the same overall result as 
those contained in S. 1313 as introduced. The tax base would be in- 
creased from $350 to $400 a month beginning January 1, 1959. The 
tax rate would be increased to 634 percent immediately. There would 
be a deferred increase to 714 percent on January 1, 1962, and a further 
contingent increase in 1965 if the social security taxes increase at 
that time as scheduled. 

Now I want to turn for just a moment to the changes proposed in 
the unemployment insurance benefits. I have already discussed them 
to some extent and I will not repeat the discussion. I have indicated - 
that the proposal originally was modeled upon the Washington job 
protection agreement which has afforded that kind of protection for 
over 20 years in the narrow class of cases where the displacement is 
effective through consolidation or merger. 

I have also indicated the degree to which the protection would fall 
short of the kind of protection that the Washington job protection 
agreement provides where it is applicable. 

Senator Morse. For the benefit of Senator Case and Senator Clark, 
Mr. Schoene, I think it would be well if you would supplement your 
testimony by memorandum. A discussion can be found in our hear- 
ings in 1957 but I think they are pinpointed this year. You remem- 
ber you ran into a little difference of opinion with the subcommittee 
over this matter of the applicability of the Washington agreement; 
it was pointed out that the Washington agreement had some of the 
aspects of severance pay, the principle involved in it, and that the 
proposal of S. 1313 as you first offered it to the subcommittee raised 
questions within the committee as to whether or not it was based on 4 
severance-pay principle. 

I am perfectly willtig to let the record show, and I think you ought 
to know it anyway, that when we came to the markup, or as you peo- 
ple put it, as I recall it, “the markdown” of the unemployment insur- 
ance benefits section of the bill, we did it on the ground that we 
thought a certain part of your proposal was the subject of collective 
bargaining between you and the carriers in relation to severance pay 
rather than unemployment insurance benefits. 

I do not expect you today any more than last year to agree with 
this, but I have two colleagues here that I want to brief in regard 
to what was happened. As long as you are now proceeding with this 
unemployment benefits section of S. 226 I want to have this in the 
record for their consideration. I am not asking them to read all of 
the action we took last year, but for their information they ought 
to know why the committee last year in the final bill did not go along 
with the brotherhoods in the original proposal of S. 1313. do not 
mean that that is the only reason that there was a markdown. There 
are a lot of reasons such as reasons of practicability, such as getting 
legislation to pass the committee and pass the Senate. We did have 
this very serious question, Mr. Schoene, in regard to your applying 
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the Washington job protection agreement provision in S. 1313. I 
am strong for severance pay agreements, but I did share the point of 
view last year; if you do not convince me to the contrary I will still 
vote for it. It is not the job of Congress to legislate severance pay 
agreements; that is a matter for collective bargaining. It is within 
the legislative field of Congress to pass legislation dealing with unem- 
ployment. This is not the time or place to argue the matter. It is 
only the time and place to warn you the point of view that existed 
in the committee last year, and I am sure with regard to the holdovers 
on the committee it will probably be their continued point of view 
until you can convince us to the contrary. I think the best way for 
you to make the record after you make whatever remarks you now 
want to make in reply to me is to add to the record a memorandum 
that will deal with this question. 

Mr. Scuoenr. I will be most happy to submit such a memorandum, 
Senator. I will say at the moment two things: the Washington Job 
Protection Agreement, of course, is not purely limited to severance 
ay. 

; Senator Morsg. I know that. 

Mr. Scnornr. The provisions are in the record, but more to the 
point it is our feeling that with respect to individuals with long years 
of service who have devoted substantial years of their lives to the 
industry, that if they become displaced or unemployed for an extended 
period of time the mdustry owes them greater obligations by way of 
unemployment insurance than it does to the individual of relatively 
shorter service who may be in and out of the industry from time to 
time. 

Senator Morse. May I say, on behalf of the subcommittee, last year 
we did not quarrel with that principle, we just differed with you as 
to the extent it should be applied. 

Mr. Scuorenet. That I understand. 

Senator Morse. But the schedule that we did approve was a schedule 
that was not to your satisfaction. 

Mr. Scuogne. That is right. 

Senator Morse. We did not reject the principle. We only had a 
difference between the subcommittee and you gentlemen as to whether 
or not we had gone far enough in the application of it. 

Mr. Scuorenr. Aside from the consideration of the analogy to the 
Washington Job Protection Agreement I would like to direct the 
subcommittee’s attention to certain other considerations which we 
believe have a bearing both on the proposed change in the benefit rate 
and the proposed change in the extension of duration of benefits. 
When we compare the present level of benefits under the railroad 
unemployment insurance law even with State compensation laws taken 
alone, we are somewhat behind the benefits paid by the leading States, 
that is, the more liberal States. We are not behind the average, but 
we are behind the more liberal of the States. 

The daily benefit rate of $8.50 which is a maximum now payable on 
a 5-day-week basis yields a maximum weekly benefit of $42.50. A 
number of the States pay additional benefits in excess of that, par- 
ticularly where dependents are involved. New York pays $45 a week 
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maximum, irrespective of dependents. Alaska pays $45 a week with- 
out dependents, and up to $70 a week where dependents are involved. 
Colorado pays up to $44 a week where dependents are involved. Con- 
necticut, up to $60 a week; Illinois up to $45 a week; Michigan up to 
$55 a week; Nevada up to $50 a week; Wyoming up to $49 a week. 

Senator Morse. Where is Oregon in that table? 

Mr. Scnorne. Oregon apparently does not differentiate with respect 
to dependents, and according to my information, pays a maximum of 
$40 a week. 

Senator Morsr. Where is New Jersey ? 

Mr. Scnoenr. New Jersey pays $35 a week. 

Senator Morse. Where is Pennsylvania ? 

Mr. Scuoenr. Pennsylvania is $35. 

Senator CriarK. There is legislation in Pennsylvania to increase - 
that, Mr. Chairman. 

Senator Case. There are provisions in the Congress of the United 
States to put a floor under it. 

Senator Ciark. We have all cosponsored it. 

Senator Morse. That is right. 

Mr. ScuHorene. However, it seems to me when one judges the ade- 
quacy of railroad unemployment insurance benefits, it is today no 
longer valid to compare it only with the State laws. The inadequacy of 
benefits under State laws generally has forced employees in other 
industries, particularly the better organized industries, the larger 
industries, to bargain for supplemental unemployment insurance 
benefits. 

That has notably been true of large industries like steel and auto- 
mobiles. We feel that the railroad employees are entitled to protection 
comparable to what employees received in other large national indus- 
tries, such as those I have mentioned. 

Supplemental unemployment insurance benefits typically provide 
a combination of benefits which by the State benefit and the supple- 
mental benefit will produce 65 percent of the average weekly wage. 
We are proposing in this bill a general maximum of 60 percent of the 
daily rate of pay with a ceiling of 60 percent on a $17 rate, so that 
compared with the combined benefit of State laws and supplemental 
unemployment benefits, the proposals contained in S. 226 are modest. 

Senator Ciark. May I ask a question? 

Senator Morse. Yes. 

Senator CrarK. I assume that your reason for asking this direct 
legislative increase in the unemployment compensation payments for 
railroad employees is because you feel you would not be successful 
in collective bargaining and have not been successful in collective bar- 
gaining in the past with the railroads as the steelworkers and auto- 
workers unions have been with their respective industries, because of 
the present financial difficulties in which the railroads find themselves. 

Is that correct ? 

Mr. Scnoenr. No; I do not think that that is quite correct, Senator 
Clark. We have not tried to bargain with the railroads on the subject 
of supplemental unemployment insurance. 

Senator Crark. Then why do you want to take a different tack 
from the autoworkers and the steelworkers ? 
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Mr. Scuoene. It is our view that unemployment insurance should 
be dealt with in its entirety by legislation. I think that the auto- 
workers and the steelworkers were driven to supplementation by col- 
lective bargaining because they could not get legislative action in the 
States sufficiently, generally in the States, to take care of their needs. 

My own personal feeling is that it would be preferable generally 
to take care of unemployment insurance by legislation. We feel that 
having a nationwide system for the railroad industry alone, we can 
properly make our recommendations to Congress on that subject, 
rather than to have a structure which consists partly of legislation and 
partly of supplementation through collective bargaining. 

Senator Ciark. You suspect, or perhaps hope, that Congress is 
more enlightened in this regard than some of the State legislatures? 

Mr. ScHoenr. Yes, sir; we do. Also, when compared with the 
extension of benefits, the proposed extended benefits in this case are 
not excessive. The steelworkers plans through supplementation pro- 
vide benefits up to a year which would be comparable to the maxi- 
mum benefits provided here, that is, a 26-week extension over the 
normal benefit payment. 

I think, therefore, both when compared with action previously 
taken within the industry in the case of mergers and consolidations 
and when compared with the benefits afforded, protection afforded, 
in other large industries, our requests to this committee are modest. 

Some question arises as to the adequacy of the maximum tax rate 
provided in the bill, S. 226. It was my understanding that at the 
time S. 1313 passed the Senate last year, a 314 rate was considered 
adequate to support the amended benefits. We are now informed 
by the Railroad Retirement Board’s actuaries and economists that 
they believe that the overall requirement to support the legislation 
is more nearly 334 percent. 

The Chairman of the Board, as I understand it, recommended that 
a 4-percent maximum be adopted. We would join in that recom- 
mendation and point out, in connection with it, two things: 

First, the fact that the rate is a maximum of 4 percent does not 
mean that that 4 percent will be levied regardless of whether it is 
needed or not. As the committee well knows, the tax rate, the actual 
effective rate, is fixed on a sliding scale, depending upon the reserves 
in the railroad unemployment insurance account. When the reserves 
were high for many years, the effective rate was only one-half of 
1 percent, even though the maximum rate was 3 percent. 

We feel that the railroads themselves have a great deal of control 
over how much the effective rate actually is. It was brought out in 
the hearings before the House Committee on Interstate and Foreign 
Commerce the other day that even though railroad employment is at 
the lowest level in history—I should not say in history, but I should 
say in this century—nevertheless, there are substantial numbers of 
new entrants in the railroad industry every year. They run in the 
neighborhood of an excess of 100,000 entrants, though as of now we 
have over 200,000 on the unemployment benefit roles. 

We have been seeking to induce the railroads to utilize people who 
are displaced who are thoroughly experienced, who are not decrepit, 
but who are in the prime of life, and who lose out in one place and 
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could be, by diligent effort, reemployed at other points where their 
skills may be nese. 

Some improvement in that respect has occurred through the re- 
placement efforts of the Railroad Retirement Board. However, we 
feel that if the railroads really work on it to try to reduce the unem- 
ployment load by making use of these experienced employees, relax- 
ing their hiring age requirements, for example, so as not to bar people 
of 40 and 45 years of age for being too old to be taken on as new 
employees, that they can do much to reduce the load on unemploy- 
ment msurance. 

They can do much to reduce it by stabilizing employment and not 
cutting back the forces every time there is a temporary decline in 
volume of business. 

The maintenance employees can be fully utilized, even during 
periods of business slumps. 

It is our feeling that the cost or the maximum of 4 percent of pay- 
roll is a desirable incentive to the railroads to reduce their costs. We 
fee] it can be done and we demonstrated that in more detail in the hear- 
ings with respect to S. 1313. I understand that is incorporated in the 
record. 

Senator Morse. By reference, that is correct. 

Mr. Scnoenr. That concludes my discussion of the provisions of 
the bill and the justifications for them. However, I want now briefly 
to turn to a subject which I think will loom rather large in the evi- 
dence that the management may present to the committee, and that is 
the ability of the railroads to absorb the financial impact of the in- 
crease in cost that would result from the enactment of the bill. 

In that connection, I want again to remind you that the tax sched- 
ule, so far as the retirement tax is concerned, was revised in this com- 
mittee last year, so as to have its impact more gradually than the bill 
as originally introduced last year. 

It was my understanding that that was in specific recognition of the 
fact that the railroad industry, along with other industries, was suffer- 
ing from the general business recession, and it was the desire of the 
committee to afford an opportunity for the industry to make some 
recovery from that condition before the full cost took its incidence. 

We believe that the railroads last year, not only before this commit- 
tee but before this so-called Smathers subcommittee, the Committee on 
Interstate Commerce, and through widespread publicity, created an 
exaggerated picture of the alleged financial distress of last year. We 
do not dispute that they suffered from the general business recession, 
but we think it was overstated. 

We presented to this committee and to the Smathers subcommittee 
some rather detailed evidence last year indicating the extent of that 
exaggeration. I do not want to repeat or recapitulate that, but I do 
want to call your attention to one item. I think the impression has 
been created very widely that the railroad industry has either been 
static or a contracting industry, both as'to its freight transportation 
and its passenger transportation. 

While it is true that there has been a decline in absolute terms of 
passenger traffic, there is still a substantial volume of passenger traf- 
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fic being hauled. But so far as freight traffic is concerned there has 
been a substantial increase in the ton-miles of revenue freight that 
the railroads have hauled. I have looked over the figures back to 
1921, going through all the glorious periods of the twenties when 
there was no truck competition to speak of, and I find that in no year 
prior to 1941 did the railroads ever haul as much as 450 billion revenue 
ton-miles. But from 1942 through 1957 they hauled over 600 billion 
revenue ton-miles in every year except 1946, 1949, 1950, and 1954. 
That gives you some idea of the relative capacity and volume of the 
railroad industry’s performance in the postwar period as compared 
to the prewar period. 

In 1957, the year of the incidence of the recession, they still hauled 
618 billion ton-miles of revenue freight as compared with always under 
450 billion prior to 1941. 

A few financial indicators: One of the greatest apostles of doom 
before the Congress was the president of the Puinentvanis Railroad. 
To listen to his presentation one would assume that they were on the 
verge of bankruptcy. However, it was not long after his appearance 
before the committees of Congress that he announced to the stock- 
holders that the railroad had arranged some years earlier for a $50 
million emergency credit, which it can draw upon for emergency pur- 
poses, which it had not found necessary to draw upon and it did not 
expect it necessary to draw upon that year. It did not draw on it 
but instead declared a small dividend. Before the year was out they 
had earned a dividend that they paid. 

The railroads as a whole, according to the announcement of Mr. 
Loomis, the president of the Association of American Railroads, ended 
in the year 1958 with net income of $590 million. That is not a stu- 
pendous figure but it compares favorably with its historic figures. 
I have compared the net income for all the years in a 38-year period 
from 1921 through 1958 and it appears that in only 17 of those 38 
years did the railroads earn in excess of $590 million in net income. 

Senator Case. Are those figures after or before taxes ? 

Mr. Scnoene. Those are after taxes. That is net income. 

Senator Case. After income taxes ? 

Mr. Scuoenr. Yes, sir. 

Senator Ciark. Is this just first-class railroads or all railroads? 

Mr. Scuoene. That is class 1 railroads, 

That 38-year period includes the entire period of the twenties which 
was supposed to be the heyday of the railroad industry. It includes 
the war years when the railroads were overloaded with traffic. It 
includes all the postwar years during which by and large the railroads 
had reached a new level of prosperity. 

But whatever we may feel as to what the actual condition of the 
railroads was last year, I think it should be noted that the substantial 
recovery that apparently the committee had hoped for has in fact 
been realized. That is shown by comparing the experience of the 
railroads during the first 8 months of last year with the experience 
during the latter months of the year. I have not been able to get 
December figures yet but I have made some comparisons between the 
performance of the railroads, their relative performance in the first 
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8 months of 1958, with the next 3 months, September, October, and 
November. As I say, I cannot give you December because that has 
not yet become available. 

During the first 8 months of 1958 the net railway operating income— 
this differs from the net income figure that I used before and the fixed 
charges have not been taken out of this figure that I used before, but 
operating expenses and taxes have been. 

Senator CLark. Operating expenses and local taxes but not Federal 
taxes; is that right ? 

Mr. Scuoene. I think that is right. I think Federal income taxes 
have not been taken out of the figures that I am using here. 

I have been informed that on these figures the Federal taxes have 
been taken out. 

Senator Crark. As Senator Morse says, they could not have been 
paid. What did you do, accrue them ? 

Mr. Scuorenr. That is the way it is done for purposes of arriving 
at the figures. Net railway operating income is sometimes stated after 
Federal taxes and sometimes before Federal taxes. 

Senator CLarK. This is not just a cash statement, this has some ac- 
cruals in it; it must have. 

Mr. Scnoene. Yes; that is right. 

In the first 8 months of 1958 the net railway operating income was 
36 percent below the corresponding months of 1957, and 42 percent 
below the corresponding months of 1956, and 46 percent below that of 
1955 for the first 8 months. 

During the next 3 months, September, October, and November, com- 
pared to the corresponding months of 1955, 1956, and 1957, we find 
that it was only 9 percent below 1955, only 6 percent below 1956, and 
16 percent above 1957. 

Senator CiarKk. Can you give us roughly a comparison between the 
total revenues for the first 8 months and the total revenues for the 
next 3 months? What I am interested in seeing is whether the 3 
more favorable months are months of high traffic, average traffic, or 
low traffic. 

Mr. Scuoene. Yes. You want that in terms of gross revenue ? 

Senator CiarK. Yes. 

Mr. Scnoene. I do not have that here but I will supply it. 

Senator Morss. Supply it for the record. 

Mr. Scnoene. The 1955 and 1956 railway net operating income 
was above a billion dollars. The postwar average has been almost 
a billion. It is $938 million. These 3 to 4 months of 1958 is pro- 
jected to an annual-rate-yielded net railway income in excess of a 
billion dollars. 

Senator CLark. Would that be adjusted seasonally? In other words 
some months are better than others. 

Mr. Scuoene. That is correct. 

In extending or projecting a 3 months’ period to an annual period 
projection is subject to that reservation. I have attempted to elimi- 
nate any seasonal distortion in the other figures that I gave by com- 
paring 8 months with the corresponding 8 months in previous years, 
and 3 months with the corresponding 3 months in previous years. 
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Senator CiarK. You know, and I do not, so tell me. Are Septem- 
ber, October, November, good months in the railroad business, bad 
months, or average months ? 

Mr. ScHoene. You flatter me when you say I know and you do not 
because I cannot give you an offhand answer on that. I will have to 
do some checking. 

Senator Ciark. The third quarter I suppose is historically either 
a good quarter, a bad quarter or an average quarter. Perhaps you 
could let us know. 

Mr. Scuoene. I will be glad tosupply that. 

(The document referred to follows :) 
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terminal companies ) 











Month 1958 1957 1956 1 

















January $779, 480,990 | $856, 529,024 | $831, 958, 263 7 82, 
February - 


, 402 815, 996, 715 814, 618, 567 727, 



























































March_. 767, 554, 559 904, 561, 622 888, 984, 912 827, 
April. - 743, 689, 988 887, 495, 646 877, 382,415 | 796 
May... 758, 937, 768 907, 916, 869 924, 857,090 | 852, 
June. 791, 614, 723 869, 282, 161 899, 996, 931 878 
July. 779, 494, 514 873, 917, 503 807, 213, 371 849 
August. 833, 551, 795 931, 117, 006 906, 850, 468 905, 
September. 846, 947, 921 874, 148, 707 874, 413, 336 876, 
October __. 903, 031, 301 928, 578, 034 962, 669, 507 | 907, 
November 809, 534,673 | 831,137,506 | 887, 171, 323 874, 
December - - - - 836, 828, 096 825, 863,829 | 870,625,946 | 858, 

Total !_. 9, 564, 075, 782 |10,506,244,264 | 10,545,288,904 10,106 














TOTAL OPERATING EXPEN 
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into account in projecting the 1958 figures for these months to an ann 














reflection of seasonal factors in those months. 































January ; $31, 736, 335 $58, 524, 382 $62,876,130 | $68, 
February ‘ 8, 897, 266 65, 835, 148 67, 047, 928 67 
March.___.....- 44, 004, 298 90,019,081 | 88,976,189} 98 
April ls 34, 900, 978 81, 286, 885 94, 318, 788 87, 
May..-- 43, 992, 811 80, 845, 271 102, 637, 490 | 101, 
June ___ ; 67, 198, 978 74, 119.423 | 95,258,445 | 106, 
PU gonidibiea a 51, 639, 492 68,460,973 | 61, 686, 947 92, 
August 91, 798, 95 9, 434, 686 | 109, 
September ____ 3, 564, 7° 73, 722 103, 
October ....---| 114, 687, 96 398 110, 
November __- 80, 186, 624 , 247, 326 | 103, 
December 77, 545, 191 59, 632, O71 | 78, 

Total ! . 761, 744, 586 923, 284, 629 |1, 070, 313, 927 |1, 128, 


TOTAL OPERATING REVENUES 


955 


Total operating revenues, expenses, and net railway operating income, United 
States, by months, 1953 to 1958—Railways of class I (excluding 
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switching and 


487,353 | $749, 825, 835 


245, 854 
431, 700 
500, 626 
552, 169 


350, 933 
623 503 


117, 482 
681, 976 
746, 836 | 
083, 272 | 
220, 044 | 


80! 
779, 
804, 
781, 
804, 
793, 


797, 





846, : 
816, 7 
663, 
445.8 
063, ¢ 


761,916 |9, 370, $25, 


SES 


' 


NET RAILWAY OPERATING INCOME 


899, 131 


, 563, 492 | 
. 564, 472 


303, 611 
460, 174 
780, 581 | 
546, 200 
611,044 
691, 861 
881, 511 
152, 048 
580, 343 


$32, 


44 
49 
60 


os. 


71 
84 
80. 
90 
4 
108 


, 867, 391 


ual basis. 


874 







704 


, 155, 
, 122, 31 
, 248, 
, 928, 
. 164, 
, 001, 


, 017, 


545, 
, 390, 
, 601, 
, O70, 
915, 
79, 
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January eats 0,989,027 | $689, 024,747 | $661, 656,379 | $589, 237,148 | $626, 806, 095 
February 135, 253 643, 642, 079 641, 393, 912 565, 612, 008 586 933, 5&8 
March : 623, 581, 702 490, 733,978 | 678, 443, 510 613, 079,109 | 629, 993, 270 
April 609,877,185 | 691,358,069 | 670,493,745 | 602,555,040 | 611, 773,147 
May §21,3 714, 591, 074 701, 977, 692 636, 411, 508 616, 844, 278 | 
June ‘ 620, 35§ 686, 774, 117 685, 793, 182 646, 779, O81 625, 337, 490 
July ‘35 627, 3 696, 521,748 | 653,843,427 | 644,435.557 | 618 
August ae 629 702, 265,956 | 679,224,136 | 649,383,979 | 623. ; 
September 639, 127 674, 042, 534 657, 360, 127 651, 446, 453 607, < 
October... ..- 651, 224, 849 698, 435, 503 698,815,569 | 670,789,156 | 611, 77S 
November . 623, 805, 871 666, 909,187 | 686, 626,630 | 655,321,211 | 597,012,682 
December ; 656, 015, 960 683, 569, 046 688, 886,137 | 694, 763, 381 628, 707, 877 
Total !______|7, 543, 878, 732 |8, 237, 720, 185 (8, 102, 061, 592 17, 641, 369, 403 |7, 384, 499, 680 


1953 


$863, 014, 651 
812, 981, 712 
919, 628, 854 
905, 622, 513 
901, 643, 672 
924, 371, 836 
925, 958, 727 
924, 764, 851 
904, 263, 439 
934, 303, 702 
832, 363, 043 
815, 347, 380 


10, 664, 264, 383 


$661, 700, 939 
21, 106, 161 
6°6 928, 331 
673, 718, 570 
680, 521, 238 
688, 968, 632 
7OL, 413, 256 
689, 481, 169 

173, 209, 889 
1€3, 896, 208 
657, 496, 445 
696, 907, 758 


, 135, 346, 686 


x 


$80, 069, 3°3 
77, 797, 463 
93, 564, 311 
101, 509, 342 
95, 387, 443 
99, 663, 741 
94, 421, 704 
101, 631, 615 
786 
7, 331, 352 
5, 183 
, 463 
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1 Totals do not always agree with sum of monthly data, owing to accounting adjustments. 


NoTe.—Examination of the net railway operating income statistics in the final section of the above 
document shows, in response to the specific question asked by Senator Clark, that the months of September, 


October, and November are generally among the better months of the year. However, that fact was taken 


The figure of over a billion 


Mr. Scuoene. I have given you some overall figures as to how the 
railroad industry has fared but, of course, the railroads always tell 
us that they do not have any common pocketbook out of which to pay 
these costs, and of course, that is true. However, I have endeavored 
to do some checking on whether or not this overall picture is indicative 
of asimilar recovery on the part of representative individual railroads. 
In the testimony that has been presented here last year two of the roads 
that were allegedly in particular distress, were the New York Central 
and the Pennsylvania. I think it was indicated that the eastern region 


dollars as the annual rate shown by those 3 months in 1958 is not merely the results of these 3 months 
multiplied by 4, but includes a statistical adjustment that eliminates any distortion resulting from any 
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as a whole was in somewhat greater need than the industry as a whole. 

Again making a 38-months’ comparison for September, October, and 
November, we find that the New York Central in those months in 1956 
had net railway operating income of $10,650,000. That dropped to 
almost half of that in 1957, $5,262,000. But in the corresponding 
months of 1958 it had risen substantially in excess of the 1956 level to 
$14,030,000. 

The Pennsylvania did not show quite such a remarkable recovery 
but also a substantial one. Its 1956 net railway operating income for 
those 3 months was $17,400,000, which declined to $10,374,000 in 1957, 
and has increased by nearly 50 ‘percent to $15,286,000 in those months 
of 1958. 

Looking at the Pocahontas region, the Chesapeake & Ohio had a 
net railway operating income in those months of 1956 of $20,978,000. 
It experienced scarcely any decline in 1957 when it had revenues of 
$20,544,000, and it held to almost that level in 1958 when it had 
$19,796,000 of revenue. 

The Norfolk & Western had a more favorable experience. Their 
net railway operating income increased each year above the preceding 
year in those 3 months. 

In 1956 it was $11,851,000. 

In 1957, $12,509,000, and in 1958, it was $15,229,000. 

Mr. Chairman, I have similar figures for representative railroads 
in the other regions. I will be happy to read them if you would like me 
to or I can have them copied into the record to save time if you prefer. 

Senator Morse. They will be inserted in the record at this point. 

(Net railway operating income for September, October, and No- 
vember 1956, 1957, and 1958, follows :) 

In the southern region, for example, the two largest railroads show these 


results, for the 3 latest available months, compared with the same months 
of 1956 and 1957: 


[Thousands of dollars] 








Net railway operating income for 
September, October and November 


1956 1957 1958 


Titndis Catan a8 set es NE sek $7, 946 $5, 260 | $8, 149 
Southern Se tatecal ; cats wa------=-] os 10, 058 10, 125 
' 


One of these two carriers showed little drop, in 1957, and has recovered part 
of that decline in 1958. The other dropped by more than 33 percent—but in 
1958 recovered all of that loss, and actually topped its 1956 fall results 
by $200,000. 

In the northwest region, for example, the two largest railroads show these 
results, for the three latest available months, compared with the same months 
of 1956 and 1957: 


{In thousands of dollars] 


Net railway operating income for Sep- 
tember, October and November 


1956 1957 1958 


Chicago, >and ON csi cnc ctcetandeeinoe 5 $6, 411 
Great Northern_- a ee : 7, 895 
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For these northwestern carriers, taken together, 1957 showed a drop of about 
$4 million in net railway operating income—about 22 percent—but 1958 net 
railway operating income for these months is not only above 1957 but is about 
$3 million, 15 percent, above 1956 fall months. 

In the central western region, for example, the three largest railroads show 
these results, for the three latest available months, compared with the same 
months of 1956 and 1957: 


(Thousands of dollars] 


Net railway operating income for Sep- 
tember, October and November 


1957 1958 


Atchison, Topeka & Santa Fe $16, 240 $11, 152 $18, 732 

Union Pacific 15, 693 14, 672 18, 112 

Southern Pacific 10, 117 12, 266 12, 532 © 
' 


These three central western carriers, together, did show a substantial decline 
in the fall months of 1957, from the 1956 figure (about $4 million—almost 10 
percent). But 1958 fall operations brought net railway operating income not 
only $11 million above 1957, but actually $7 million—more than 16 percent— 
above 1956. 

In the southwestern region, for example, the two largest railroads show these 
results, for the three latest available months, compared with the same months 
of. 1956 and 1957: 


[Thousands of dollars] 


Net railway operating income for Sep- 
tember, October and November 


1956 1957 1958 


————— 


SIE FN a ass ranks hoot tspencab anus eblaegconian as coed died $10, 236 $8, 564 $10, 174 
St. Louis-San Francisco 4, 131 3, 158 4, 494 


These two carriers, taken together, showed a substantial decline in the fall 
months of 1957—about two and a half million dollars, just over 18 percent. 
But results in the fall of 1958 were not only higher than in 1957, but they 
actually topped 1956 net railway opertaing income by $300,000. 

Senator Casr. Do they include the figures for smaller railroads in 
my own immediate area ? 

Mr. Scnoene. Not smaller railroads. 

Senator CrarK. Do you have the Lehigh Valley Railroad? 

Mr. Scuorenr. No, I do not have the Lehigh Valley here. 

Senator Ciark. Or the Reading? 

Mr. Scuorene. No, I have only the two, the New York Central ana 
the Pennsylvania for that region. 

Senator Morse. Would it be difficult for you to get the figures on 
these other railroads? 

Mr. Scuoene. Yes, I will get them. 

Senator Morse. Will you supply the figures? 

Mr. Scuoene. Lehigh Valley and Reading? 

Senator Case. Erie, Lackawanna, Susquehanna. These are the 
ones who are in trouble. 

Senator CrarK. That is true. 

Mr. Scuoene. I will get those figures. 
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Net railway operating income’ for large railways of eastern region, first 8 
months and last 4 months, 1956, 1957, and 1958 


Railroad 


Bessemer & Lake Erie RR. Co.: 
First 8 months 
Last 4 months 

Boston & Maine RR.: 
First 8 months 
Last 4 months 

Baltimore & Ohio RR. Co.: 
First 8 months 
Last 4 months 

Central RR. Co. of New Jersey: 
First 8 months 


Re CS bie saan sean cence 


Delaware & Hudson RR. Corp.: 
First 8 months 
Last 4 months 


Delaware, Lackawanna & Western RR. Co.: 


First 8 months 

Last 4 months 
Erie RR. Co.: 

First 8 months 


BE chia ernrctn enn ectiieomemacibhaiaitd 


Lehigh Valley RR. Co.: 
irst 8 months 
Last 4 months 
Long Island RR. Co.: 


ee a eee aeeaeeeces 
Ta A nn oot enamel 


Maine Central RR. Co.: 
First 8 months-.- 
Last 4 months--__.- 
New York Central RR. Co.: 
First 8 months 
Last 4 months_...--- 
New York, Chicago, and St. Louis RR. Co.: 


bp RE Ue ae ees er 


Last 4 months-...-- 
New York, New Haven & Hartford RR. Co. 


Bivat S wate sass os. os cages. «eb ee 


Dest 6 wee........c..4....5<. : 
Pennsylvania RR. Co.: 
First 8 months 
Last 4 months_. 
Pittsburgh & Lake Erie RR. Co.: 
First 8 months-- 


i A See eases hiatal 


Reading Co.: 
First 8 months 
Last 4 months_--- 
Western Maryland RR. Co. 
First 8 months 
Last 4 months-_...-_----- 


1956 


2) 576, 572 
680, 665 
1, 217, 383 
1, 779, 646 
826, 394 


40, 336, 374 
17, 984, 365 


13, 701, 900 
7, 930, 208 
12, 359 

2, 523, 472 


45, 831, 639 
21, 289, 318 


1957 


$5, 117, 101 
1, 530, 350 


3, 770, 398 
1, 748, 805 


25, 050, 040 
12, 867, 404 


2 
2, 258, 560 


, 124, 787 


1 
5, 891, 069 
2, 966, 891 


2, 195, 

1, 256, 500 
6, 
4 


, 


1, 390, 766 
754, 706 


22, 941, 847 
6, 590, 509 
12, 715, 059 
6, 977, 676 
1, 267, 554 
—924, 405 


34, 462, 550 
8, 691, 481 


6, 581, 383 
3, 298, 462 


10, 687, 190 
5, 714, 874 


8, 134, 782 
4, 063, 575 





Net railway operating income 


1958 


$312, 643 
2, 066, 574 


—221, 102 
2, 135, 340 


18, 636, 712 
9, 952, 252 


144, 522 
187, 368 


2, 575, 877 
2, 044, 678 


—1, 504, 305 
30, 946 


—666, 402 
3, 339, 254 


—2, 937, 844 
— 423, 648 


671, 789 
1, 140, 922 


1, 168, 165 
696, 416 


—6, 319, 313 
18, 143, 492 


7, 964, 630 
7, 483, 532 


—4, 121, 158 
— 184, 389 


—4, 319, 627 
16, 057, 638 


4, 284, 133 
3, 607, 071 


4, 938, 638 
4,317, 740 


5, 449, 991 
4, 123, 918 


Percent 
change, 
1958 over 
1957 


1 Net railway operating income is the operating profit after taxes—the figure used by the Interstate Com- 
merce Commission as the measure of returns of railway operations. 


Source: Interstate Commerce Commission, Statements M-125, 
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Net railway operating income’ for large railroads of Pocahontas States (Vir- 
ginia, West Virginia, Kentucky), first 8 months and last 4 months, 1956, 1957, 


and 1958 


Railroad 


Chesapeake & Ohio Ry. ( 
First 8 months 
Last4 months . 
Norfolk & Western Ry. ¢ 
First 8 months. 
Last 4 months 
a, Fredericksburg & Potomac 
0.: 
First 8 months. 
Last 4 months 
Virginian Ry. Co.: 
First 8 months. _---- 
Last 4 months 


1 Net railway operating income is the operating profit after taxes 


| 


j 


1956 





1957 


Net railway operating income 


1958 


Percent 
change, 
1958 over 
1957 





$49, 202, 455 
28, 369, 362 


24, 669, 205 
16, 646, 340 
2, 308, 994 
1, 054, 300 
10, 205, 412 


6, 050, 153 | 


$51, 159, 
26, 995, ¢ 


28, 934, 8: 
15, 740, 
2, 124, 
856, 
| 13, 497, 73 


merce Commission as the measvre of returns of railway operations. 
Source: Interstate Commmerce Commission, Statements M-125. 





i 


$36, 114, 190 | 


27, 326, 156 | 


22, 336, 463 
21, 473, 959 


1, 294, 900 
1, 356, 056 


8, 812, 114 
5, 203, 558 


—29.4 
+1. 


— 22, 
+36 
—39 
+58. 
—H. 


—6.7 


-the figure used by the Interstate Com- 


Net railway operating income’ for large railways of Midwestern States (east of 
the Mississippi), first 8 months and last 4 months, 1956, 1957, and 1958 


Railroad 


Chesapeake & Ohio Ry. Co.: 
First 8 months. 
Last 4 months. 

Chicago & Eastern IMlinois RR. Co. 
First 8 months. 
Last 4 months-_____- 

Elgin, Joliet & Eastern Ry. Co.: 
First 8 months. _- 
Last 4 months. 

Erie RR. Co.: 
First 8 months. - 
Last 4 months___- 

Guif, Mobile & Ohio RR. Co.: 
First 8 months. 
Last 4 months. 

New York Central RR. Co.: 
First 8 months____- 
Last 4 months- - -- 

New York, C hicago, and St. Louis RR. Co:. 
First 8months..___- 
Last 4 months. 

Norfolk & Western RR. Co.: 


I i a a a 


Last 4 months_____- 
Pennsylvania RR. Co.: 

First 8 months 

Last 4 months. 
Wabash RR. Co.: 

First 8 months 

Last 4 months... 
Illinois Central RR. Co.: 

First 8 months 


Bee CE crs cons dntntunseotakeankete 








Net railway operating income 


1956 


9, 20: 
28, 36) 


, 455 
, 362 


17, 984, 365 | 


13, 701, 900 


7, 930, 208 | 


24, 669, 205 
16, 646, 340 


45, 831, 639 
21, 289, 318 


6, 590, 382 
5, 509, 104 


17, 981, 859 
10, 028, 257 | 


| 
1957 


26, 995, 301 
2, 808, 040 


6, 727, 218 
4, 087, 592 


6, 590, 509 


28, 934, 834 
15, 740, 958 


34, 462, 550 
8, 691, 481 


4, 485, 382 





7, 943, 678 


12, 715, 059 | 
6, 97, 676 | 


6, 495, 403 | 


12, 889, 419 | 


$51, 159, 461 


771, 732 | 


3, 089, 137 | 
1, 273, 569 | 


3, 140, 423 | 
1, 945, 230 | 


22, 941, 847 | 





1958 


$36, 114, 190 
27, 326, 156 


948, 693 


1, 200, 479 | 
255, 425 | 


2, 292, 187 


— 666, 402 
3, 339, 254 


2, 879, 178 | 
2, 806, 245 | 


—6, 319, 313 
18, 143, 492 


7, 964, 630 
7, 483, 5382 


22, 336, 463 
21, 473, 959 


—4, 319, 627 
16, 057, 638 


2, 727, 708 
3, 033, 892 


11, 547, 781 
11, 748, 489 


Percent 

change, 

1958 over 
1957 


—32.4 


—10.4 
+47.9 





1 Net railway operating income is the operating profit after taxes—the figure used by the Interstate Com- 
merce Commission as the measure of returns of railway operations. 


Source: Interstate Commerce Commission, Statements M-125, 
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Net railway operating income* for large railways of Southeastern States, first 
8 months and last 4 months, 1956, 1957, and 1958 


Net railway operating income 
Railroad 





1958 


1956 ee? | i957 


‘| 
| 
| 
Atlantic Coast Line RR. Co.: | } 
First 8 months $6, 342, 75 73. $ 
heat ¢ wa i sh i... abyakehe 2, 925, 359 333. | { 
Central of Georgia Ry. Co.: 
Wirat @ mage oe 3, 685, 286 
Last 4 months | 1, 199, 518 
Cincinnati, New Orleans & Texas Pacific Ry. | 
Co.: | | 
First 8 months : 5, 360, 00° 5,273,622 | 3,33 —36.: 
iain dadeneuuasauavdbwans 2, 894, 960 3,140,820; ; nt 
Florida East Coast Ry. Co.: | | 
Piret S meee st... 5 0es 0. ch 3, 091, 345 2, 171. 486 8, 5 —40. { 
RE died dacs ccccasidwanbens 1. 167, 701 685, 208 | 5 —61. 
Gulf, Mobile & Ohio RR. Co.: } 
F irst 8 months ee Co ae a 4, 756, 271 | 3, 140, 423 | 2, 879. 178 


—8, 3 
2, 767, 806 | 1, 945, 230 2, 806, 245 44. 
illinois Central RR. Co.: = + 


First 8 months......-........-...-.-.-. wtf R981, 850 | 12,880,419 | 11, 547, 781 —10. 
Last 4 months... : 10, 028, 257 7,943,678 | 11, 748, 489 +47. 
Louisv ille & Nashv ille R.R. Co.: 





20, 538, 446 | 16, 072, 125 | 10, 505, 823 —34.6 
Li ast 4 mania. 10, 149, 489 | 7, 756, 463 | 8, 315, 270 +7.2 
Seaboard Air Line R.R. Co.: 
First 8 months | 16,081,018 14, 505, 544 11, 827, 185 —18.! 
Last 4 months. 6, 856, 989 7, 035, 889 6, 579, 219 —6. 
Southern Ry. Co.: | 
Pirat § mouth ee 2k... LL eee 26, 293,134 | 23,175, 748 —11.9 
Last 4 months- 15, 625, 567 14, 237, 663 14, 300, 414 +0.4 





| 
a | 

1 Net railway operating income is the operating profit after taxes—the figure used by the Interstate Com- 
merce Commission as the measure of returns of railway operations. 


Source: Interstate Commerce Commission, Statements M-125. 


Net railway operating income’ for large railways of Northwestern States, first 
8 months and last 4 months, 1956, 1957, and 1958 


Net railway operating income Percent 

: =e — change, 

~ | 1958 over 
1956 1957 1958 1957 


Railroad 


Chicago & North Western Ry. Co.: 

See OF ix caw enw mt hericccvanienadulgecins | —$6, 479, 516 . 094, GAG $4. 693. 171 +14. 

ey ee re 6, 583, 957 37 4, 167, 6€6 +203. 
Chicago, Burlington & Quincy Ry. Co. 

eG ip IG 6 oa xeun tb teen andkdadecen we } 15, 193, 007 | 3,259,130 | 13, 645,077 +2. 

SE 6 in cnn onthe wanniiaddanenanien’ 10, 349, 280 | : 10, 027, 726 +29. 
Chicago, Milwaukee, St. Paul & Pacific RR. 

Co.: | | 

First 8 months. - -.....-.------------------- 9, 011, 278 8, 397, 181 6, 680, 776 
Last 4 months | 8, 333, 6£ 8, 021, 512 10, 190, 217 
Duluth, Missabe & Iron Range Ry. Co.: 

Finet © TROMEIR. 6 < oo sinvinsnec neces ccensasecs | 2,292,185 | 6,298, 628 | 1, 019, 273 

Last 4 months......-..... Siieniscn wecatacaneie’ 3, 242. 809 2, 339, 607 1, 601, 145 | 
Great Northern Ry. Co.: | 

First 8 months | 16,301,911 | 15, 650, 361 10, 968, 006 

ee, ee eee 14, 105, 563 9, 203, 342 14, 855, 304 
Minneapolis, St. Paul & Sault Ste. Marie 

RR. Co.: 

Pitet 6 MOSM. 2562-085<.-<<. ieiinsiinmcatiee’ 2,105,940 | 2,036, 658 558, 771 —72. 

RE © iid tiventnctucewsewnnptens 1, 707, 461 | 732, 027 , 741, 118 | +274. ! 
Northern Pacific Ry. Co.: 

First 8 months. ininianeee pease 10, 692, 071 10, 092, 225 | 9, 410, 249 ai 

Last 4 months... disimnaesl 7, 183, 152 | 7, 309, 444 | , 815, 070 +20. 6 
Spokane, Portland & Seattle Ry. Co.: 

First 8 months. - oe 4, 208, 42? | 2, 290, 684 575, 356 +12. 

RA I iaitbiiiran nh ccccsecdeecteuscieel 1, 501, 048 | 1, 238, 141 , 01, 192 alt: 
Union Pacific RR. Co.: | | 

First 8 months Gemma 26, 655, 654 23, 016, 493 , 528, 167 aal 

Last 4 months___-.-_. ; 15, 481,508 | 15, 801, 531 , 932, 917 +32. 
Wisconsin Central Ry. Co.: 

First 8 months 2,100,923 | 1, 379, 395 950, 535 | ai 

Last 4 months..........- ie 1, 320, 010 | 470,361 | 1, 275, 443 | +171: 








| 


' Net railway operating income is the operating profit after taxes—the figure used by the Interstate Com- 
merce Commission as the measure of returns of railway operations. 


So trce: Interstate Cor merce Commission, Statements M-125. 
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Net railway operating income’ for lenge railways of Central Western States, 
jirst 8 months and last 4 months, 1956, 1957, and 1958 


————— 


Net railway operating income Percent 
Railroad Bet a -iiniaiaai ee Ria =i. change, 


1958 over 
1956 1957 1958 1957 


Atchison, Topeka & Santa Fe Railway Co.: 
ae, © eee. ee. Sh. i $44, 110, 938 $39, 847, 883 $37, 369, 976 
i), UES ae eee 21, 221, 471 16, 461, 890 25, 911, 947 

Chicago & North Western Ry. Co.: 
First 8 months —6, 479, 516 4, 094, 960 4, 693, 171 
Last 4 months-. 6, 583, 957 1, 374, 972 4, 167, 666 

Chicago, Burlington & ‘Quincy Ry. Co 
First 8 months 15, 193, 007 13, 259, 130 13, 645, 077 
Last 4 months_.... Es Pea 10, 349, 280 7, 742, 262 10, 027, 726 

Chicago Great Western Ry. Co.: 
EP ND 52 ncutddnsadupamwemcuanaa 2, 959, 247 3, 099, 086 2, 827, 700 
Last 4 months... 1, 440, 110 1, 426, 780 1, 400, 263 

ees Milwaukee, St. Paul & Pacific RR. 


2 ER ee eee eee 9, 011, 278 8, 397, 181 6, 680, 776 
Last 4 months 8, 333, 656 8, 021, 512 10, 190, 217 
Chicago, Rock Island & Pacific RR. Co.: 
paren wy MI ane SL Skee i. Se 13, 575, 252 10, 542, 566 8, 595, 148 ; 
Rae S PNG eos. Sc Ads ees. 6, 805, 788 3, 780, 896 4, 593, 709 +21.5 
Denver & Rio Grande Western RR. Co.: 
aren Oe rok a ek 9, 282, 238 10, 408, 524 7, 290, 123 —30.0 
Last 4 months 6, 211, 809 5, 565, 717 5, 975, 541 +7.4 
Kansas City Southern Ry. Co.: 
First 8 months 5, 412, 225 5, 400, 234 4, 869, 237 —9.8 
Last 4 months 2, 509, 224 2, 594, 914 2, 834, 940 +9.2 
Missouri-Kansas-Texas RR. Co.: 
4.) ae a ae ee 3, 493, 178 1, 828, 693 2, 825, 160 +54. 5 
Last 4 months____..-- = 1, 830, 779 461, 530 | 1, 613, 177 +249. 5 
Missouri Pacific RR. Co.: 
First 8 months 26, 211, 666 24, 242, 969 | , 408, 755 —15.8 
Last 4 months 13, 111, 654 11, 512, 574 , 819, 405 +20.0 
St. Louis- San Francisco Ry. Co.: 
rT i a i micacdclaie 8, 936, 818 7, 422, 893 , 670, 82 —10.1 
Last 4 months.............- Cuadnsimae tea 5, 264, 225 3, 842, 479 , 062, 622 +31.8 
Union Pacific RR. Co.: 
First 8 months 26, 655, 654 23, 016, 493 , 528, —2.1 
RES SARE Rs 15, 481, 508 15, 801, 531 3 32, +32. 5 
Western Pacific RR. Co.: 
First 8 months ; 4, 360, 925 5, 088, , 280, —15.9 
0. Re 2, 391, 944 | 4 . 3, 085, 646 | +51. 2 








1 Net railway operating income is the operating profit after taxes—the figure used by the Interstate Com- 
merce Commission as the measure of returns of railway operations. 


Source: Interstate Commerce Commission, Statements M-125. 
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Net railway operating income’ for large railways of Southwestern States, first 


8 months and last 4 months, 1956, 1957, and 1958 





Railroad 


Net railway operating income 





Atchison, Topeka & Santa Fe Ry. Co.: 
First 8 months_..__....-- 


Te a ete tee tbcnint | 


Chicago, Rock Island & Pacifie RR. Co. 
First 8 months 
Last 4 months. : 
Kansas City Southern Ry. 
First 8 months 
Last 4 months. 
Louisiana & Arkansas Ry. Co.: 
First 8 months 
Last 4 months__-_._- 
Missouri-Kansas-Texas RR. Co.: 
First 8 months 
Last 4 months. 
Missouri Pacific RR. Co.: 
First 8 months 
Last 4 months- 
St. Louis-San Francisco Ry. Co.: 
Pe OI i ic tin chides st riiengtnns 
Last 4 months___-_- 
St. Louis, San Franci isco & ‘Texas Ry. 
ate OAR. ois. essence sdecu~ seen 
Last 4 months 
St. Louis Southwestern Ry. Co.: 
First 8 months... 
Last 4 months- 
Southern Pacific Co.: 
First 8 months 
Last 4 months 
Texas & New Orleans RR. Co.: 
re cna 
PE AR OES ERE Be 
Texas & Pacific Ry. Co.: 
First 8 months 
Last 4 months 


1 Net railway operating income is the operating profit after taxes—the figure used by the Interstate Com- 





$44, 110, 938 


21, 221, 471 


13, 575, 252 
6, 805, 788 


5, 412, 228 
2, 509, 224 


3, 695, 006 | 
1, 736, 141 


3, 493, 178 
1, 830, 779 


26, 211, 666 | 
111, 654 | 


13, 


8, 936, 818 | 
5, 264, 225 


162, 782 | 


41, 063 


7, 355, 442 
3, 557, 290 


28, 880, 422 
12, 344, 873 





5, 211, 989 | 
2, 335, 046 | 


5, 774, 332 | 


3, 558, 247 


1957 


$39, 847, 883 
16, 461, 890 


10, 542, 566 
3, 780, 896 


5, 400, 
2, 594, 914 


2, 688, 760 


1, 324, 786 | 


1, 828, 693 
461, 530 


24, 242, 969 | 


11, 512, 574 
7, 422, 893 


3, 842, 479 | 
74, 370 | 


103, 793 
. 317, 713 


234 








3, 414, 198 | 


29, 294, 909 
5, 734, 794 


5, 556, 685 


3, 248, 617 | 


3, 959, 867 | 


2, 320, 572 


merce Commission as the measure of returns of railway operations. 


Source: 


Interstate Commerce Commission, Statements M~-125. 


| 
| 
' 


1958 


$37, 369, 976 
25, 911, 947 


8, 595, 148 
4, 593, 709 


4, 869, 237 
2, 834, 940 


1, 908, 561 
1, 251, 411 


2, 825, 160 
1, 613, 177 


20, 408, 755 
13, 819, 405 


6, 670, 857 
5, 062, 623 


143, 433 
444, 415 


5, 555, 823 
3, 405, 257 


29, 652, 822 
13, 867, 817 


4, 205, 296 





3, 198, 550 | 


2, 231, 691 


2, 533, 747 | 
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Mr. Scnoenr. Mr. Chairman, that concludes my discussion of this 
particular bill. I note that the other day, on Friday, you introduced 
at the request of the Association of American Railroads a bill, S. 987, 
and asked that we be prepared to be examined with respect to it. 

Senator Morse. I think we can shorten it by this instruction: Will 
you please file for the record at this point a memorandum setting 
forth the views of the Brotherhoods with respect to the bill? 

Mr. ScHoene. I shall do that. 

(Memorandum setting forth views of Railway Labor Executives 
Association with respect to S. 987 follows :) 


GENERAL ANALYSIS OF THE CHANGES WHICH THE BILL 8. 987, 86TH CoN@RESS, 1s? 
SESSION, WOULD MAKE IN THE Bits 8S. 1630 anp S. 1651, 85rH Coneress, Ist 
SESSION 


The provisions of the bills S. 1630 and S. 1651, 85th Congress, Ist session, are 
now part of the record in the hearings on S. 226, 86th Congress, Ist session. 
The purpose of this statement is to indicate, generally, the differences between 
the bills S. 1630 and S. 1651, above mentioned, and the bill S. 987, introduced in 
this session of the Cong ‘ess. 

The earlier bills propose no amendments to the Railroad Retirement Act or 
the Railroad Retirement Tax Act, while the bill S. 987 would amend such acts 
by providing, generally, a 5-percent increase in retirement and survivor annui- 
ties accruing after June 1959, and in pensions due on and after August 1, 1959. 
The new bill proposes, also, an increase in tax rates from the present 64 
pe ‘cent on each side to 634 percent of pavroll, and would also change the maxi- 
mum creditable and taxable base for retirement purposes from $350 to $400 a 
month, effective with respect to compensation paid for services rendered after 
June 30, 1959. and would increase the residual lump sum to reflect the increase 
in the tax rate and the creditable compensation, effective with respect to deaths 
occurring after June 1959. 

The 5-percent increase would not, however, apply to annuities computed under 
the overall social security minimum, or to the maximum spouses’ annuities, or to 
annuities limited by the individual’s average ‘monthly compensation,” or to 
widows’ or widowers’ annuities which are in the amount they received as 
spouses’ annuities; in all these cases, any increase would be by less than 5 
percent, or by nothing at all. 

With resnect to the Railroad Unemployment Insurance Act, the bill S. 987 is, 
generally, the same as the bills 8. 1680 and S. 1651, above mentioned, except that 
the former bill would set up a new ‘ Riilroad Sickness Insurance Account” which 
wou'd be used for the pavment of sickness insurance benefits under the Rail- 
road Unomployment Insurance Act and would be financed by 1 percent of payroll 
up to $350 a month per employee, one-half of this 1 percent would be paid as 
employment taxes by railroad employees under a newly proposed Railroad Sick- 
ness Benefit Tax Act, which taxes would be collected through withholding by 
emplovers from current wages as in the case of railroad retirement taxes, by the 
Internal Revenue Service, and the other one-half pevcent would be paid from 
the Railrond Unemployment Insurance Account. The Board would have author- 
ity to transfer, on a loan basis (with interest at a rate found equitable by the 
Board), from the unemployment aceount to the sickness account, of such 
amonnts es the Boavd may find necessary. 

While the new bill would increase the maximum creditable taxable base from 
$350 to $400 a month for retirement purposes, it provides no such increase for 
unemployment or sickness insurance purposes. 

The earlier bills would disqualify an individual for unemployment benefits if 
the individual is eligible for an annuity under the’ Railroad Retirement Act, or 
an old-age or disability benefit under the Social Security Act, but the new Dill 
would modify this provision so as to make it inapplicable if the individual’s 
une™plovment is involuntary and due to lack of work. 

The remaining provisions of the new bill are generally the same as those in 
the earlier bill (see the Board’s report on the earlier bills in the hearings before 
the Snheommittee on Railroad Retirement of the Senate Committee on Labor 
and Public Welfare, 85th Cong., 1st sess., beginning at p. 235), except that in 
determining the unemployment insurance dailv benefit rate, hased on 60 percent 
of take-home wages, the one-half of one percent contributed by. railyoad em- 





ee ie 
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ployees for sickness benefits would be deducted from such 60 percent. Further, 
in determining the balance in the “Railroad Unemployment Insurance Account” 
as of September 30 of any year for the purpose of fixing the contribution rate on 
January 1 of the next following calendar year, the balance in the “Railroad 
Sickness Insurance Account” as of September 30 attributable to the employers’ 
contribution would be included. 

| discussed S. 1630 and S. 1651 (85th Cong.) in my testimony before the sub- 
committee on May 8, 1957, which is reproduced at page 416 and following in the 
record of those hearings. 

Mr. ScHoENE. I just wanted to make this one general comment with 
respect to it. I have not had too much opportunity to study it, but 
with respect to railroad retirement it apparently provides a 5 percent 
increase in benefits which, of course, in the light of what I have 
ulready brought out concerning the effect of the cost of living on 
retirement and survival benefits is wholly inadequate. It does not 
purport to eliminate the actuarial deficiency in the Railroad Retire- 
ment account. 

It proposes an increase in tax only to 6.75 percent, which according 
to Mr. Loomis’ accompanying statement would finance the 10 percent 
increase of 1956 and in part finance the proposed additional 5 percent 
increase. 

I have serious doubts that it does even that much by way of financ- 
ing. I will be interested when the railroad witnesses testify how 
they compute that it goes that far toward financing. 

As I say it does not purport to eliminate the preexisting actuarial 
deficiency or even fully to finance the benefit provided for in the bill. 

With respect to unemployment insurance while I have not had an 
opportunity to make a detailed comparison it is apparently quite 
similar to proposals that the railroad presented to this committee 2 
years ago when S. 1313 was under consideration. In that aspect we 
regard the bill as not a legitimate proposal for improvement or rectifi- 
cation of the unemployment insurance system but really a counter- 
attack. 

In other words, they are showing us that if we can come in and ask 
for improvement benefits they can come in and ask for restrictions 
upon qualifications for restrictions on duration of benefits and so on. 

Those features of the bill have been dealt. with as embodied in last 
year’s bill at some length in my testimony before the subcommittee and 
in addition to giving you this memorandum that the chairman has 
invited I would like to refer you to a consideration of the testimony 
given at that time. 

Senator Morsr. Senator Clark. 

Senator CLark. No questions. 

Senator Morse. Senator Case. 

Senator Case. I wonder, Mr. Chairman, if the discussion on those 
particular points from the 1957 testimony might be incorporated in 
this year’s record. 

Senator Morse. That has already been done. 

Mr. Scuornr. As I understand it the chairman has incorporated 
the entire record. 

Senator Morse. By reference, the whole record. We will refer it 
as we will refer to the record this year. 

Mr. Schoene, Senator Clark and I raised some questions yesterday 
in regard to the testimony of the Railroad Retirement Board witnesses, 
particularly Mr. Healey concerning the number of cases of payment 
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subsequently found to be fraudulent, the case of payment that the 
Board had to seek to recover. We raised the question of what the 
brotherhoods could do to be of assistance to the Board in reducing 
those cases. They cost money. They are not only losses as a result 
of the payments that are never recovered, although there was some 
testimony that recovery is remarkably high, but also the adminis- 
trative costs of recovery. 

The testimony in the record was to the effect that because you have 
the Adjustment Board acting in one field of jurisdiction, the Railroad 
Retirement in another, the Railroad Retirement Board did not like 
to be prejudicing the case while it is pending before the Adjustment 
Board by refusing to pay on the grounds that the man was discharged 
for drunkenness or for pilfering or that there was a fraudulent claim. 
What do you want to add in this record to be supplemented by written - 
memorandum later in regard to this problem ? 

Mr. Scnoene. I think you have two distinct subjects there. One 
with respect to possible fraudulent claims. Of course the brother- 
hood cannot administer the law. That is the responsibility of a 
Government agency to police it and enforce it. 

We of course do not favor or encourage fraud. We would cer: 
tainly in no way condone it. We do believe, however, that procedures 
of the act are recoverably calculated if properly enforced to avoid 
fraudulent claims. The act requires registration with respect to each 
day of unemployment claimed. 

The registration normally takes place with the supervising officer 
of the railroad who was this claimant’s supervisor when he was em- 

loyed. So he is in a position to know at firsthand that he did in 
act lose his job. 

Now whether he may be working somewhere else is not within his 
first-hand knowledge, but the registration is designed to bring him 
to the registration point at times of the day that would not very well 
coincide with his holding a job. 

Also he has to be available for work at any work that the Board 
can find him they refer him to. He has to take it or be disqualified 
from his unemployment insurance payments. 

Also, the law provides criminal penalties for making fraudulent 
claims. The act itself provides a civil penalty in the first place of 
disqualification for benefits for 75 days which is assessed without in- 
dictment or trial, simply by an administrative determination. 

But in addition, the major penalty is the criminal penalty of im- 
prisonment up to a year and a fine up to $10,000. Of course it is the 
responsibility of the U.S. attorney to enforce that penalty when fraud 
is detected. 

Then you mention the matter of recovery of erroneous payments, of 
payments fraudulently induced. The Board has authority to make 
such recoveries, not merely by direct action against the recipient but 
by offset against other benefits not only unemployment benefits but any 
oo benefits that the individual may subsequently become en- 
titled to. 

That recovery authority is expressly spelled out in the statute. 

So it is our belief that the provisions of the law are adequate if 
properly administered, and we do want to see effective administra- 
tion. Ifthere is any way that we can cooperate in securing any more 
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effective detection of any fraud we would of course be happy to do it, 
but we cannot take over administration of the law. That is the respon- 
sibility of the Federal agency. 

With respect to matters of discharge for cause, while there are pay- 
ments to individuals who are discharged allegedly for cause the pro- 

rtion of such payment to the total payments is actually very small. 

have been furnished with some figures on the proportions of pay- 
ments made over a 10-year Pott to employees who are out of em- 
ployment initially because of discharge, and they came to just about 4 

reent, which is not an alarming number. That includes, of course, 
all who lost their employment on account of discharge, whether it was 
a justifiable discharge or not. 

We have felt very strongly that there should not be a disqualifica- 
tion on that basis. In fact the original Railroad Unemployment In- 
surance Act as enacted in 1938 did contain a provision disqualifying 
an employee who had been discharged for cause. 

Before the act actually went into operation, however, it was amended 
in 1939, to eliminate that qualification. That action was taken on 
the recommendation of the Railroad Retirement Board and with the 
concurrence of both management and labor. 

The reason it was eliminated is precisely the one to which you have 
pointed, Mr. Chairman, namely that we have under the Railway Labor 
Act the procedures for the handling of grievances. 

We have many instances in which individuals have been discharged 
allegedly for cause, but upon a proper handling of the grievance either 
on the property itself or by subsequent reference to the Adjustment 
Board if it could not be satisfactorily disposed of on the property 
there are many instances where it has Be established that there was 
no justifiable cause for discharge and the individuals have been re- 
instated oftentimes with pay for time lost. 

It has been our feeling, and I think at least on other occasions man- 
agement has agreed with us, that that process of grievance handling 
should in no way be prejudiced or prejudged by administrative deter- 
mination based on a disqualification for unemployment insurance. 

If there were such a disqualification the Railroad Retirement Board 
would have to make an immediate decision as to its applicability when 
it decides to pay or not to pay. It would thereby be passing on 
the merits of the discharges. 

I do not believe that management wants those determinations any 

more than we do. 
_ Management might think it desirable to have the Board confirm its 
judgment and disqualify the individual for having been discharged 
for cause if it agrees with the management but I assume that an ob- 
jective judgment would be made in that they would not always agree 
with the management. I do not think that the management wants 
really to have the Railroad Retirement Board making decisions that 
an individual is wrongfully discharged. 

Senator Morse. Any questions, Senator Clark? 

Senator Ciark. No questions. 

Senator Morse. Senator Case. 

Senator Case. On this point the point has been made that it is very 
desirable that a man should be unquestionably barred from working 
when he is intoxicated or penalized for violation of operating rules 
and so forth, that it is quite undesirable to have a possible consequence 
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of being barred from work or punished for violation of such. rules 
which ought to happen involved with the loss for himself or more 
particularly for his dependents of the benefit payments here. I think 
myself that there should be separated disciplinary action from the 
consequences of loss of employment to benefits which are essentially 
welfare payments. Is this a matter that has been raised? I would 
assume that it has. 

Mr. Scuoene. It has, not only with reference to this particular dis- 
qualification but with respect to other disqualifications such as the 
consequences of a voluntary quit of which I think the management 
member of the Railroad Retirement Board also made some points. 

We feel that unemployment insurance is just what its name implies. 
It is insurance minimizing or reducing to some extent the wage loss 
resulting from unemployment. In all instances where benefits are 
paid the individual must be available for work and ready to take any 
suitable work that can be presented, that he can be referred to. 

Maybe he was foolhardy in quitting a job. 

Senator Casr. I am not so sure. ~ 

Mr. Scuoenet. He is disqualified for 30 days. But if after 30 days 
the Board cannot find him a job and he cannot find a job, the condi- 
tion of the labor market is always a causal effect in his continued un- 
employment. And, likewise, in disciplinary cases the individual is 
disciplined. He is penalized by being taken off the job. 

Now, as your question implies, should a social insurance program 
be used further to discipline him, particularly when there may be 
questions under the grievance procedure as to whether he was prop- 
erly discharged or not? 

Senator Case. I recognize other arguments have been made by 
you and by the Chairman. 

My particular point is that I do not want to see consideration of 
whether a man’s family is going to be hurt come into the question 
of whether he is going to be allowed to work if he is drunk or penalized 
for doing so or violating safety rules. I don’t like to see these things 
complicated. 

Senator Ciark. Senator Case, when you were not here the other 
day, the management member of the Railroad Retirement Board gave 
us what seemed to me to be a pretty provocative statement indicating 
that there was widespread looseness if not fraud in the administration 
of this act. 

My question, which Senator Morse picked up and relayed to this 
witness, was for the purpose of getting the other side of the case. 

I agree with you. I think these are insurance payments which 
are contractually due and should not be complicated by these other 
matters. 

Senator Casr. I am sorry I had to go before, but I am not sure 
that I agree that it ought to be the same as some of these things listed 
here in this prepared list. 

Mr. Scuoene. It is not quite the same. There is a 30-day dis- 
qualification on a voluntary quit. 

Senator Casr. The idea to have it possible for people to quit or 
take a vacation just does not make sense. 

Mr. Scuoenz. I agree the 30-day disqualification for a voluntary 
quit is a justifiable one, but I do not think I could defend a permanent 
disqualification because people are dissatisfied with their jobs. 
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They may have in mind another job that does not materialize; 
and the mere fact that a fellow wants to change jobs or does not find 
a job that he expects to is not the most heinous offense in the world. 

Senator Morse. Mr. Schoene, thank you very much. 

You will supply the record with the material that has been re- 
quested ? 

Mr. ScHorenr. Yes, I will do that, Senator, and I want to thank 
you and the other members of the committee for your very careful 
attention. 

I appreciate your giving me the opportunity to appear and it is 
always a pleasure to appear befare this committee. 

Senator Morse. Thank you. You are a very able witness. 

The next witness is Mr. Thomas Stack, president of the National 
Railroad Pension Forum, Inc. 

We are very glad to have you before us. You may proceed in 
your own way. 

Mr. Stack. Mr. Chairman, we have with us today our regional vice 
president from Baltimore, Mr. Robert Byrnes, and I would appreci- 
ate the privilege of having him sit beside me. 

Senator Morse. Have him come up and take a chair at the witness 
table with you. 

Mr. Stack, will you proceed in your own way, and when you want 
Mr. Byrnes to proceed, just turn it over to him. 


STATEMENT OF THOMAS STACK, PRESIDENT, NATIONAL RAIL- 
ROAD PENSION FORUM, INC., CHICAGO, ILL., ACCOMPANIED BY 
ROBERT BYRNES, REGIONAL VICE PRESIDENT 


Mr. Srack. Thank you, Mr. Chairman. 

My name is Thomas G. Stack. I live at 1104 West 104th Place, 
Chicago, Ill. I am president of the National Railroad Pension 
Forum, Inc., an organization embracing nationwide membership of 
men and women who work on American railroads. The Forum is 
chartered under the law of the State of Illinois as a nonprofit associa- 
tion, whose purpose is to advise, inform, and counsel its members con- 
cerning their railroad retirement system. It has been the practice 
of the National Railroad Pension Forum to represent its members 
during all sessions of Congress in the last 12 years in a continuous 
effort to increase the benefits under the provisions of the Railroad 
Retirement Act. 

Our membership includes employees in every department of rail- 
way companies, the sleeping car and express companies, and in the 
affiliated bureaus of these companies, most of them members of the 
standard railroad brotherhoods, many who are not members of the 
unions and a lot of retired men and women of the rails. 

Forum membership is voluntary and in most cases permanent. We 
have thousands of members who have carried a forum card for the 
past 10 years or more. Members have repeatedly expressed their opin- 
ion in their letters to me that the National Railroad Pension Forum, 
Inc., is the only protective committee—even though many of them 
know that the RLEA is supposed to protect their retirement inter- 
ests—that comes before congressional committees to present the real 
desires of the rank-and-file railroader for security in his time of 
retirement. 
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All forum officers are veteran railroaders themselves, and are contin- 
ually in personal contact with their fellow workers and know from per- 
sonal experience just what they would like to see the railroad retire- 
ment system provide. 

Since all of the interest that centers in the activity of the forum 
pertains to railroad retirement, it is natural to appreciate the fact 
that all of our members hope to see an early realization of the pro- 
posed across-the-board increase of 10 percent. And because of the 
fear that the principal bill now before this committee will fail of 
passage because of the inclusion of provisions for benefits to the rail- 
road unemployment insurance system, I offer my own protest and 
request that the two features be handled separately. 

It will be recalled that this dual purpose in the bill before this com- 
mittee during the previous session aroused the antagonism of railroad ° 
management, and because of the delay which the long discussions 
against the railroad unemployment proposals in the bill eventually 
resulted in the failure of the total measure to pass both Houses of 
Congress. 

I believe that the majority of all railroad workers favor retire- 
ment, with full annuity benefit, at age 60, after 30 years of service, 
or after 35 years of service irrespective of age at the time of retire- 
ment. This benefit, at first glance, appears to be contained in the 
bill now before you. But careful reading of the provision shows that 
it merely repeats a provision which already exists in the act and is 
therefore deceptive. 

We are in favor of the proposal to allow spouses of railroaders to 
obtain their benefit, on the reduced basis, upon reaching age 62, 
since many wives are several years younger than their husbands. This 
benefit already exists in the social security system and under the 
financial interchange arrangement between railroad retirement and 
social] security that agency will actually pay the cost of the benefit 
and there should be no increased financial burden on our retirement 
system because of this benefit. 

Likewise, we are in favor of the elimination of the 7-day restric- 
tion which works against many of our members who work for Amer- 
ican railroads but who live in Canada or in Mexico. These members, 
while living, pay the full scale of taxes under the railroad retirement 
system, yet, when they die their widows are restricted to no more 
than 7 working days in any 1 month. I believe that these widows 
ae be placed on the same basis as their counterparts in the United 

tates. 

Our members agree to support the increase in tax base to $400 per 
month because they are aware that this increase coincides with the 
increase in the social security base to $4,800 per year. However, this 
will mean a decrease in take-home pay of $3.12 for each worker whose 
wages are $400 a month, or more. 

We know from past experience that the average railroader who 
has to pay that higher tax will expect to be granted substantial bene- 
fits for his increased payments. 

Our support for the base increase to $400 a month does not follow 
through to the proposed tax increase to 634 percent for the employee 
and for the railroad company, or a total of 1314 percent of taxeble 
payroll effective on January 1, 1959, and a further increase to 14 
percent by January 1, 1962, coupled with added increases which wi 
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be required to keep up with already proposed tax increases in the social 
security system. No employee that I have contacted in the entire in- 
dustry is in favor of having to pay such a high tax, which will amount 
to $5.12 deducted for each month’s pay after January of this year and 
$9.12 a month after 1962. 

Railroad pensions today are considered by many railroaders to be 
too low to permit them to retire even when age 65 has been reached 
and passed. One important defect in the Railroad Retirement Act 
which brings this about is the insistent determination of the Railroad 
Retirement Board to continue to use the low-income period of years 
prior to 1931 for calculation of prior service credit. We propose that 
this method be eliminated and that in substitution there be calcu- 
lated the average of the employee’s 5 highest years of earnings, lim- 
ited to a top of $300 a month for earnings figures prior to 1954, to 
$350 a month for earnings between 1954 and 1959, and for $400 a 
month for earnings after January 1, 1959. This would bring to rail- 
roaders of long service annuities that would make it possible to accept 
retirement at an earlier age. 

There is one unnecessary stipulation in the Railroad Retirement 
Act that should, in my opinion, be eliminated. This is what is known 
as the last-employer clause. 

This provision, because it requires men who are ready to retire 
from their railroad jobs to give up petty side-issue jobs also before 
they can be elected eligible for an annuity. As a consequence, many 


men with sentimental attachment to a long-held lodge office, home- 
building association secretaryship, or some other minor activity re- 
main at work long after reaching a normal retirement age. 


Many of our retired members suffer from an unfair limitation of 
family income because of the present dual-benefit restriction that ap- 
— to the spouses of retired railroadmen whose wives happen to 

ave earned a social security in their own right, and through the pay- 
ment of social security by and for them, the Railroad Retirement Act 
was amended in 1954 to eliminate the dual-benefit restriction from 
workers and was later extended to benefit widows of railroaders. 
The spouse dual-benefit restriction still remains, and since it is now 
the only such restriction still being enforced in our act, I suggest to 
the members of this committee that it be eliminated in all fairness. 
We believe that spouses of our retired railworkers should be per- 
mitted to receive every possible legitimate benefit to which they may 
be entitled. 

To summarize then, gentlemen, that in accord with the oft-ex- 
pressed wishes of the railroad men and women of America any bill 
that is passed by this committee on railroad retirement benefits in- 
clude the following: 

Ten-percent increase in all annuities; tax base be raised to $400 a 
month; provision for retirement at age 60 after 30 years of service or 
after 35 years of service irrespective of age; elimination of last-em- 
ployer clause; elimination of the dual-benefit restriction for spouses 
of retired railroaders. 

Gentlemen, I would like to enlarge a little bit on this case. 

While we do not have a Senate bill sponsored as yet, we have got 
some of our bills sponsored in the House where we had hearings last 
week, and the bill that we are very strongly in favor of is H.R. 3289. 
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This bill was put in by Representative Dorn, from Columbia, S.C. 

Congressman Dorn is well versed in railroad retirement and has 
many ood friends working for the railroads. In fact, there are four 
railroads which merge in his hometow n, and his railroad friends de- 
pend on his efforts. 

I think it is appropriate to explain the contents of this particular 
view—— 

Senator Morse. I will have you do that by way of a written mem- 
erandum, Mr. Stack. 

The bill will be incorporated at this point in the record and then 
you will supply the committee before the hearings are closed—which 
will be quite some time yet—with a detailed analysis that you would 
like to have made a part of the record. 

Mr. STAC Kk. Thank you very much, Mr. Chairman. 

(H.R. 3289 referred to follows :) 


(H.R. 3289, 86th Cong., 1st sess. ] 
A BILL To amend the Railroad Retirement Act of 1937 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That this Act be cited as the “Rail- 
road Retirement Act of 1959.” 

Sec. 2. Paragraphs numbered 2 and 8 of section 2(a) of the Railroad Retire- 
ment Act of 1937, as amended, are amended to read as follows: 

“2. Individuals who will have attained the age of sixty and will have completed 
thirty years of service. 

“3. Individuals who will have completed thirty-five years of service, without 
regard to age.” 

Sec. 3. Section 3(c) of such Act is amended to read as follows: 

“(c) The ‘monthly compensation’ shall be the average compensation paid 
to an employee with respect to calendar months included in his ‘years of service,’ 
except that— 

“(1) with respect to service prior to January 1, 1937, the monthly com- 
pensation shall be whichever is higher, (A) the average compensation paid 
to an employee with respect to calendar months included in his years of 
service in the years 1924-31, or (B) the average compensation paid to him 
monthly for the calendar years (consecutive or nonconsecutive), not in 
excess of five, prior to January 1, 1937, for each of which he received 
aggregate compensation exceeding that received by him for any other such 
calendar year: Provided, That where either of the foregoing methods is, 
in the judgment of the Board, insufficient to constitute a fair and equitable 
basis for determining the amount of compensation paid to him with respect 
to service prior to January 1, 1937, the Board shall determine the amount of 
compensation paid to him in each month of service before 1937, in such 
manner as in its judgment shall be fair and equitable; and 

““(2) the amount of compensation paid or attributable as paid to him 
with respect to each month of service before September 1941 as a station 
employee whose duties consisted of or included the carrying of passengers’ 
hand baggage and otherwise assisting passengers at passenger stations and 
whose remuneration for service to the employer was, in whole or in sub- 
stantial part, in the form of tips, shall be the monthly average of the 
compensation paid to him as a station employee in his months of service 
in the period September 1940—August 1941: Provided, That where service 
in the period September 1940-August 1941 is, in the judgment of the Board, 
insufficient to constitute a fair and equitable basis for determining the 
amount of compensation paid or attributable as paid to him in each month 
of service before September 1941, the Board shall determine the amount 
of such compensation for each such month in such manner as in its judg- 
ment shall be fair and equitable. 

In computing the monthly compensation, no part of any month’s compensation 
in excess of $400 shall be recognized. If the employee earned compensation in 
service after June 30, 1937, and after the last day of the calendar year in which 
he attained sixty-five, such compensation and service shall be disregarded in 
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computing the monthly compensation if the result of taking such compensation 
into account in such computation would be to diminish his annuity.” 

Sec. 4. Section 2(e) of such Act is amended by striking out “than an amount” 
and inserting in lieu thereof “than 110 per centum of an amount”. 

Sec. 5. All recertifications required by reason of any amendments made by 
this Act shall be made by the Railroad Retirement Board without application 
therefor. 

Senator Morsr. Do you have anything further? 

Mr. Sracx. That concludes my statement. 

Senator Morse. Will you also supply the subcommittee some in- 
formation in regard to your organization. 

First, when did you retire from railroad employment? How long 
have you been retired from railroad employment ? 

Mr. Sracx. I have not retired. 

I was 38 years with the railroad. 

Senator Morse. And you are still with them? You are still 
working? 

Mr. Srack. No. I am with the Pension Forum for the last 12 
years. 

Senator Morsr. You misunderstood my question. 

When did you retire from active duty? 

Mr. Strack. I left the railroad in March 1949. 

Senator Morse. That is just for the purpose of the record, because 
there are other members of the subcommittee who are not here. 

I want you to supply the record with a memorandum, in addition 
to the one on the Dorn bill, that gives your personal history, so to 
speak, from the standpoint of employment. That is all I am inter- 
ested in. 

The thing I want to know about you for the record is what railroad 
you worked for, when you retired; I also want you to add that in- 
formation for the record for the other officials and officers of your 
organization, the National Railroad Pension Forum, so that we can 
have all that. Do you have that in written form? 

Mr. Stack. Mr. Chairman, we have the Pension News here with 
all the officers on there and the roads they are connected with. 

Senator Morse. I want a so-called personnel sheet in regard to 
each one of them. I want to know what railroad he worked for, 
how long, and when he retired. 

Mr. Strack. We will furnish that information. 

Senator Morsr. Mr. Byrnes, would you like to make a statement? 

Mr. Byrnes. Just that I would like to corroborate as much as pos- 
sible what Mr. Stack has said; and I think that one of the things 
in my own personal experience—I am now a retired man from the 
Baltimore & Ohio Railroad—I knew many men in Baltimore and in 
Cincinnati, especially, who would like to have retired from the rail- 
road and still work because of that “last employer” clause. 

The “last employer” clause was designed, I imagine, in the depres- 
sion time of 1934 to keep a man from holding two jobs. 

At the present time, many men over 70 years of age retain little 
jobs in building and loan associations, Masonic lodges, churches, as 
secretaries or something, and [ think that should be eliminated. 

Senator Morse. Mr. Stack, in addition to the information that I 
have just authorized you to file for the record, you must understand 
that you are also privileged to file any other memorandums for the 
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record in this hearing that you made in representations connected 
with other boards, carriers, and other spokesmen of the brother- 
hoods; that material will have to be made available promptly. 

We are going to recess now until February 18 at 10 a.m., at which 
time the carriers will proceed to present their case. 

It may be necessary to meet also on February 19 for rebuttal, and 
I will then keep the record open for the rest of that week for the in- 
clusion of any more material that any of the parties may wish to 
put into the record. 

Mr. Strack. Thank you, Mr. Chairman. 

(Mr. Stack subsequently submitted the following :) 


FEBRUARY 19, 1959. 
Hon. WAYNE MORSE, 
U.S. Senate, 
Senate Office Building, Washington, D.C. 


Dear SENATOR Morse: I attended all hearings on pending railroad retirement 
legislation before the House Interstate and Foreign Commerce Committee and 
before your subcommittee in the Senate. 

One of the most vital points in connection with the present alleged deficit 
in the railroad retirement fund is predicated entirely on an actuarial survey 
made last year. Might I bring to your attention the fact that in the interim 
the railroad retirement system was the beneficiary of great windfalls of credit 
from the social security trust fund. This was effective on and after January 1, 
1959, when the social security system put into effect the 7 percent increase in 
annuities. 

In view of the fact that all railroad employees are reinsured under social 
security it happens that that system finances the initial cost of all railroad 
retirement benefits. As of December 31, 1958, some 80,000 railroaders and their 
survivors, under the guarantee provision of the Railroad Retirement Act, were 
having their benefits paid in full by social security funds, whereas, effective 
January 1, 1959, with the 7 percent increase in social security benefits, some 
280,000 railroaders and their survivors were put in this category. Their bene- 
fits are being paid in full by funds from the social security system, thereby 
relieving the railroad retirement fund of all financial expenses in connection 
with this large number of beneficiaries. The evaluation of this situation will 
not be manifest until the financial interchange is completed at the end of the 
fiscal year. 

I would like to comment on the committee print which made its appearance 
before the House Interstate and Foreign Commerce Committee at the Railroad 
Retirement hearings. The figures shown therein indicated quite a discrepancy 
between railroad retirement benefits and those possible under the social security 
system. 

In my opinion, this print was put out for the sole purpose of misleading 
the Members of Congress and the railroad employees into the belief that railroad 
retirement benefits were exceedingly greater than those provided under the 
social security system. For example, the print shows the maximum benefit, 
today, under railroad retirement at $185.60; and for social security, $116, which 
is the maximum under that system. 

On the print it is also shown that in 1969—10 years hence—railroad retire- 
ment benefits will be increased to $205.30, whereas social security benefits will 
be raised to $124; and in 1979, 20 years hence, railroad retirement will pay 
$273.90 and social security will pay $125. On the print, these increases in both 
acts are predicated as they are today. The print figures make no changes 
whatever in the Social Security Act. We know, from past experience, that in 
every major election year the social security benefits have been increased 
and there is no moratorium in this provision. 

You will recall that the initial maximum benefits in social security were only 
$50, whereas, today $116 is the maximum, which is about 132 percent increase. 

During the first decade of the railroad retirement system the maximum 
annuity was $120 while today it is $185.60, or only less than 55 percent increase. 

From our experience of the continued tendency to ever increase social security 
benefits under the pressure of political expediency we know that such figures 
as are presented in the committee print cannot be accepted as conclusive. It 
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is easy to believe that before the passage of another 20 years the maximum 
benefits paid by social security will equal if not exceed those paid by the railroad 
retirement system. All this, too, at a much lower cost to the workers and to 
their employers in the way of taxes. During the same period the tax cost for 
those who have to depend upon railroad retirement will increase with no 
equitable benefits promised for the greater tax payment. 

I think these observations will prove helpful to the members of your com- 
mittee, Senator Morse, in the interest of their voting out a bill that will be 
equitable to those whom we serve. 

Sincerely yours, 
THomas G. Strack, 
President, National Railroad Pension Forum, Ine, 


NATIONAL RAILROAD PENSION Forum, INc, 
RAILROAD SERVICE HISTORY OF OFFICER PERSONNEL 


-resident, Thomas G. Stack: Employed by Chicago, Rock Island & Pacific 
Railroad from November 1, 1920, to March 31, 1949, as rate analysist in the 
general office of the overcharge claim department. 

Prior to 1920 was employed for the previous 9 years on various railroads 
including the Atchison, Topeka & Santa Fe, the Illinois Central, and the Chicago 
Junction, in all, comprising more than 38 years of railroad service. 

Vice president, Harry L. Stahl: Employed for more than 50 years on the 
Chicago, Milwaukee & St. Paul and Puget Sound Railroad. Retired in 1958. 
Started service as a clerk and terminated services as assistant paymaster. 

Vice president, Bert Beedy: Employed for 37 years and 9 months in the inter- 
line department of the Chicago, Rock Island & Pacific Railroad. Still in rail 
service. 

Vice president, Paul Brandley: Employed for 38 years with the Pennsylvania 
Ruilroad in freight traffic department. Still in rail service. 

Vice president, Thomas C. Doody: Employed for 32 years by the Elgin, Joliet, 
& Fastern Railroad. Still in rail service. 

Vice president, Walter F. Kirchhoff : Employed by the Chicago & Northwestern 
as assistant mechanical engineer for 42 years. Now retired. 

Advisory board member, G. N. Finnegan: Employed by the Illinois Central 
Railroad as chief clerk in signal department for 31 years. Still in rail service. 

Advisory board member, Anthony Marino: Employed for 45 years with the 
Grand Trunk Western Ruilroad in the freight solicitation department and with 
other railroads for 5 previous years. Still in rail service. 

Advisory board member, Joseph Pifke: Employed by the the Pullman Co. since 
1926—total 33 years, and still in rail service. 

Advisory board member, John Caiderone: Employed for 40 years with the As- 
sociated Western Railroad Committee. Still in rail service. 

Secretary and treasurer, Richard Nack: Employed for 26 years with the East- 
ern Weighing and Inspection Bureau, and 14 years of prior rail service with the 
Indiana Harbor Belt and the New York Central Railroads. Still in rail service. 

Editor, Rail Pension News, Walt Sands: Employed over 30 years by Eastern 
Weighing and Inspection Bureau as an inspector and 10 years prior rail service 
with the Baltimore & Ohio Railroad. Still in service. 

Regional vice president: Robert B. Byrnes: Employed 37 years and 9 months 
by the Baltimore & Ohio Railroad and 9 years previous railroad service. Now 
retired. 

Regional vice president, William E. Kane; 48 years service: Employed for 
over 30 years by the New York, New Haven & Hartford Railroad in freight 
solicitation department. Still in rail service. Actual time from 1911 to the 
present time. 

Regional vice president, Mrs. Mary McElree: Employed for past 34 years with 
the Texas & Pacific Railroad. Still in rail service. 

Regional vice president, Harry Warner: Employed for over 40 years with the 
Savannah & Atlanta Railroad. Now retired. 


HISTORY OF THE NATIONAL RAILROAD FORUM, INC. 


The National Railroad Pension Forum was first organized as a committee in 
1946 following the enactment of the Crosser amendments to the Railroad Retire- 
ment Act. These amendments were almost universally resented by railroad 
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workers all over America and there was a strong demand to have them repealed in 
Congress. 

On October 10, 1947, the organization was chartered under the laws of the State 
of Illinois as the National Railroad Pension Forum, Inc., a nonprofit corporation 
to foster the education of railroad workers to a better understanding of their 
rights under the Railroad Retirement Act, to seek their views on a more equitable 
pension plan, and to try to convince Congress of the injustices which the act in its 
newer form was inflicting upon them. 

Shortly after the approval of the charter, I, Thomas G. Stack, was elected 
president by the committee assembled at a special meeting held in downtown 
Chicago at which were present some 47 railroadmen, all of whom were strongly 
opposed to the unjust provisions of the recently enacted Crosser amendments. 

As the active director of the affairs of this organization I labored ceaselessly 
during the hours that I was free from my railroad job. I served entirely without 
pay or without remuneration of any kind. From time to time it became necessary 
for me to journey to Washington to attend congressional hearings and to present 
testimony in an effort to undo some of the pitiful wrongs then being done to many 
poor rail workers as a result of the operation of the Crosser amendments. At 
such times I either used my vacation time or applied for and obtained short 
leaves of absence from my job on the Rock Island Railroad. My traveling ex- 
penses and my board and lodgings while away from Chicago were borne by the 
National Railroad Pension Forum. 

Early in 1949 I served notice on the Rock Island Railroad that I would leave 
their service at the end of March, since the volume of work then connected with 
the administration of the affairs of the forum had reached such enormous 
proportions that the work now required my full-time service. 

On April 1, 1949, I entered full-time service as president of the National 
Railroad Pension Forum, Inc., at approximately the same salary that I had 
received from the Rock Island Railroad Co. from my job as rate analyst in the 
overcharge claim department. I continued on this comparatively small salary 
until 2 years ago when my pay was increased to $600 a month, which is my 
present salary status. 

My income and my expenses away from home on forum business has been duly 
stated, from time to time, in my lobbyist statement, which can be examined to 
verify my statements. These lobbyist reports are furnished to the Secretary of 
the Senate every quarter year. 

Hoping that the above complies with your request for more information con- 
cerning the personnel comprising our group, and standing willing to furnish 
any further information that you might desire, I am, 

Sincerely yours, 


THOMAS G. STACK, President. 


WasHINGTON, D.C., February 19, 1959. 
Hon. WAYNE Morsg, 
U.S. Senate, Washington, D.C. 


Dear SENATOR Morse: When I appeared as a witness before your committee 
on February 10 you very graciously extended your permission for me to file 
supplementary information in amplification of my testimony given at that time. 

I am taking the liberty to present some factual information which was part of 
my testimony before the House Interstate and Foreign Commerce Committee on 
February 5. This additional information defines the position the National 
Railroad Pension Forum, Inc., takes on railroad retirement bills now before the 
two Houses of Congress, and illustrates why these bills contain the provisions 
we seek. 

In my House brief I have commented on H.R. 1012, which is similar to your 
S. 226, and I am hoping that you will consider my views, carefully, and make 
them a part of the Senate record. 

On page 4 of my brief, in the final paragraph, I made some critical comments 
about the new safety department recently established by the Railroad Retire- 
ment Board. At the time I wrote this criticism I believed that this operation 
would involve the use of the tax contribution being made by railroad wage 
earners. I have since learned that the $30,000 already appropriated by the 
congressional committee as the initial cost of this feature is chargeable to the 
railroad unemployment insurance fund. None of the money contained in that 
fund is contributed by the employees, so I withdraw my criticism. 





AMENDING THE RAILROAD RETIREMENT ACT OF 1937 137 


However, my alarm over the additional money to be expended was brought 
about by the fact that the operation of the Railroad Retirement Board amounted 
to $17,400,000 in the last fiscal year, and will soon cost considerably more because 
of the establishment of the new department which only duplicates the work of 
other Government agencies. 

Since my brief, referred to above, contains some illuminating factual examples 
of the distress many railroaders are subjected to because of unjust provisions 
now contained in the Railroad Retirement Act, and some equally illustrative 
examples of why the benefits asked for by the members of our organization 
should be enacted into law, I most urgently request that you make my brief a 
part of your official record for the guidance of all members of your committee 
and for the enlightenment of all the Senators when this legislation is voted for 
on the floor of the Senate. 

Let me take this opportunity, Senator Morse, to again express my gratitude 
to you. 

Sincerely yours, 
Tuomas G. STAck, 
President, National Railroad Pension Forum, Inc. 


(Mr. Stack’s formal statement presented to the committee follows :) 


STATEMENT OF THOMAS STACK IN Support oF HR. 3289 anp RELATED BILLs, AND 
COMMENTS ON PENDING BILLS BEFORE THE HOUSE INTERSTATE AND FOREIGN 
COMMERCE COMMITTEE FEBRUARY 4, 1959, AND THEREAFTER 


Mr. Chairman, my name is Thomas Stack. I reside at 1104 West 104th Place, 
Chicago, Ill. I am president of the National Railroad Pension Forum, Inc., an 
organization chartered under the laws of the State of Illinois as a nonprofit 
group to educate the rail workers of this Nation on railroad retirement problems 
and to secure remedial action from Congress to insure their security and inde- 
pendence when they retire and to frame our Railroad Retirement Act in aec- 
cordance with their views. 

Forum membership comprises union and nonunion employees of the railroads 
and the retired rails who have no other representation, and all of those who come 
under the Railroad Retirement Act and its jurisdiction. 

The National Railroad Pension Forum, Inc., is without question the largest 
group in this field not influenced by management of the railroads, or the leaders 
of the various union crafts. 

We are nonpolitical and have membership on 331 railroads and affiliated 
bureaus which include the Pullman Co., Railway Express Agency, and the sleeping 
and dining car employees. 

Every member of our group is a voluntary subscriber. There is no coercion 
used to obtain membership. Most of our members view us as the only protective 
committee they have which offers a hope to protect their rights and represent 
them under the Railroad Retirement Act, and they are unanimous in their views 
that only through this medium can they make known to Congress their wishes 
in connection with increasing benefits in accordance with their desires under 
our railroad retirement system. 

Although forum headquarters is in Chicago, Ill., we have some 1,847 group 
leaders and active workers in the various railroad offices, major shops, terminals, 
and yards nationwide. Many of those leaders are elected by the workers to keep 
us informed as to their wants, and to lend counsel for the enactment of our pro- 
gram for the benefit of all rail workers. 

In this way our group comes in closer personal contact with the employees, and 
we have our hand at all times on the pulse of the rail worker, thereby freely ex- 
pressing their views to the various committees of Congress. 

Almost 90 percent of our membership comprises members that are also members 
of the labor crafts, a little over 8 percent comprise retired workers who are bene- 
ticiaries under the railroad retirement system. 

All forum officers are veteran railroaders, with backgrounds of long employ- 
ment, hence we can truthfully term ourselves and associates as a rank-:nd-file 
group. 

I had 38 years rail service behind me when I was drafted for the position I 
now hold in 1947, at which time certain changes were made in our Railroad Re- 
tirement Act that were ill advised and deemed detrimental to the interests of 
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the rail workers at large, who felt they were being exploited by interests that 
could never qualify to represent them on this important topic. 

Under this atmosphere, the National Railroad Pension Forum, Inc. was born, 
to be of service to rail employees. Committees of Congress and Members in 
both bodies are familiar with our activities ever since. 

We have many committees within our group, the most important of which is 
a platform committee. This comprises five members of our executive staff, four 
of which are today active rail workers. Not alone do they function in this ¢a- 
pacity but their association with fellow workers keeps them informed as to 
their needs. They viewed thousands of letters from members relative to different 
changes in our act and came up with a platform program that received the 
unanimous support of our executive staff at our meeting last November and 
again with some minor amendments at our December meeting, and with this 
program before us we do not hesitate to support H.R. 3289 which is really the 
voice of the rail worker. Congressman Bryan Dorn, the sponsor of this bill 
is well acquainted with the desires of the rail workers as he has four railroads 
merging on his hometown and has many good rail friends who depend on his 
efforts. 

I think it appropriate at this time to explain in detail the contents of this bill. 
It provides retirement at age 60 with 30 years of service or 35 years of service 
regardless of age. In the hearings before this committee on August 4, 1958, Mr. 
Fox of the AFL-CIO cited a case of a rail employee who started as a shop ap- 
prentice when he was 17 years old. He had completed 35 years of service, lost 
his job when his shop was closed under the late financial crisis on the rails. He 
was not o'd enough to demand his annuity and hence had to depend on returning 
to work, which was a remote vision at that time (you will find this story on 
p. 89 of the hearings referred to). This is just one of the many cases we have 
where a similar fate befell the employee. Female employees on the rails today, 
can retire with 30 years rail service when they attain the age of 60 years. There 
should be no discrimination between sex. Both should be on a similar basis. 

Almost 2 years ago we had the general manager's office of the N.Y.C. Railroad 
at Cincinnati moved to Indianapolis, Ind. Those that could not or did not want 
to leave were out of work. Some, however, did protect their jobs and commute 
on weekends back to Cincinnati while they actually stay in hotels at Indianapolis, 
Ind. and maintain their families and homes at Cincinnati, Ohio. This treatment 
is cruel for an employee up in years with many having 40 years service. Again 
we will have a similar occurrence at Wilmington, N.C., when the A.C.L. Railroad 
will move their general office to Jacksonville, Fla. Those who are young enough 
‘an leave the service, whereas the oldtimers must protect their jobs and report at 
the new location. If the age of retirement was reduced to 60 with 30 years of 
service it would relieve such occasions as mentioned and those are only two of 
many similar occasions where many jobs were abolished and employees were 
forced to report for work many miles away. So this legislation is a case of 
necessity and should be enacted in this Congress. 

H.R. 3289 carries another important provision, the elimination of the test 
period 1924-81 for service prior to January 1, 1937. This entire period is pre- 
historic, and the earnings of that time have no relation whatever with our pres- 
ent high economy. Our request is reasonable to suggest using the 5 highest 
years in lieu of this period, similar to the pension system of your civil service 
employees. The use of this low earning period is a contributing factor to why we 
have today some 280,000 rails and their beneficiaries getting no more than social 
security benefits, despite the fact that our workers at all times paid at least three 
times more in taxes to protect:their system than did their counterparts pay 
under social security. It might be well to recall that up to December 31, 1958, 
some 80,000 rails and their survivors under the guarantee provision of the Rail- 
road Retirement Act were getting their benefits paid in full by social security, 
whereas effective January 1, 1959, with the small 7 percent increase in social 
security benefits, some 280,000 rails and their survivors were reverted to social 
security for their benefits. This involved 30,000 retired rails, 90,000 spouses, and 
160,000 widows, parents, and children. This clearly shows the inadequacy of our 
present act which needs immediate revision. 

Before passing to another provision, I would like to refer you to the Railroad 
Retirement Board monthly review for December 1958, page 14, which shows 
that for the fiscal year 42,000 were awarded annuity and that some 9,800 of this 
number were qualified for disability annuity. This is almost one-fourth of the 
gross retirements and of course, all of those asking for annuity were under the 
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retirement age which at present is 65 years. However, the Board did not show a 
very important figure, the number of applications they had received that were 
disqualified because they could not meet the qualifications. We know that one 
has to be almost a stretcher case to qualify for disability benefits under our 
act. The article further shows that half of those who qualified for disability 
were between the ages of 60 and 64 years old. This is another reason why the 
present retirement limitation should be lowered. 

In this bill there is a proposal to increase the tax base to apply on a taxable 
salary of $400 per month, which would bring our act in conformity with the so- 
cjal security basis which was extended January 1, 1959, to apply on $4,800 per 
annum or $400 per month. This feature alone should help the finance obligation 
defined in the bill. 

In section 4 of this bill it provides a 10 percent increase across the board for 
those now retired and beneficiaries of the act, such as spouses and widows who 
are now drawing benefits. You need little comment from me on this feature. All 
of you know the present plight of our retired workers, who sustain many hard- 
ships to maintain themselves in this high economy. Please remember that a 
retired man is unemployed with additional expenses covering high medical care, 
a requisite that aged people are confronted with. 

I will comment now on some of the good provisions carried in some of the bills 
under consideration. H.R. 218 embodies what all rail employees desire. It 
carries the fundamentals of H.R. 3289 but freezes the tax rate at $350 per month. 
It has always been stated in the past that certain well-meaning bills were out of 
order because they did not provide finances necessary to fulfill the obligations of 
the bill. 

H.R. 219 sponsored by your colleague Representative Poff, is a bill that merits 
special consideration. It covers the so-called last employer clause. A large 
group of our people are affected by the present provision on this feature in our 
act. I might add that this provision was written into our 1934 act for the ex- 
press purpose of preventing any rail worker from holding two jobs. We had 
come out of a serious depression and we wanted to create more jobs for more 
workers but the situation today has changed in this respect and under the 
present law our Retirement Board is exploiting this provision. Let me cite a 
specific case which should give you a good picture. I have the file on this case 
along, and authority to show it to anyone. 

Mr. A worked for a railroad, retired at age 70 years and qualified for an an- 
nuity which he received until he died last year. He was for many years a 
secretary of a Masonic lodge. It was not a salaried job and his work may be 
considered a “labor of love.” As time went on his fraternal group voted him a 
gratuity ; sometimes it was $300 per year, sometimes it was $400 per year. Mr. 
A signed the regulation document required by the Board that he had quit his 
last employer and also the railroad. When he died his wife got survivor bene- 
fits of $56.20 per month. The Board, however, found out that her late hushand 
held the job of secretary at his lodge and did receive some compensation. They 
investigated, stopped the widow’s check, wrote her that her late husband was not 
entitled to benefits becanse he did not quit his last employer other than a rail- 
road when he received his annuity. They asked this woman to refund them 
$3,500 in payments made to her late husband in error, and gave her the al- 
ternative of refunding this money or taking a reduced widew’s benefits of $13.54 
each month. Here was a man who worked almost 50 years for a railroad and 
always felt that his family would be protected and a situation such as mentioned 
arrived. Surely his connection with a fraternal group should not be considered 
an offense that would warrant such cruel treatment. This is one of many hun- 
dred cases we have on this provision. It is our view that it is immaterial to dis- 
qualify a retired rail worker from working on some side line, and the only dis- 
barment that should be written into the act is that he did not work again for a 
railroad while drawing benefits under railroad retirement. If this bill is enacted 
into law it will materially reduce the operating expenses of the Railroad Retire- 
ment Board, and give our retired people a chance to supplement their earnings 
after retirement. This is a Railroad Retirement Act and should not go into the 
field of other enterprises. 

We had another specific case involving one woman who worked for one of our 
western carriers. She had part-time work as a public stenographer in one of our 
hotels on Thursday evenings and on Saturdays. When her rail pension was 
awarded she found it insufficient to maintain her living cost and being a woman 
of advanced years she had no alternative but to ask this hotel for a job, which 
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she received. Later, with the integration between railroad retirement and social 
security, the Retirement Board found out that she worked for this same hotel 
while in the employ of the railroads, stopped her pension check and demanded 
a refund of over $5,000. The result of the handling of this case resolved itself 
into a heart attack for this lady which confined her to inactivity for several 
months. I would place considerable emphasis on this situation and ask that this 
House bill be enacted into law. 

H.R. 765 by your able colleague and member of this committee Representative 
Friedel is another fine bill inasmuch as it proposes to extend the earnings of 
survivors to $1,800 per annum; the present limitation is that survivors cannot 
earn more than $100 per month, and it is very hard now on this class to limit 
themselves to $100 each month and on account of this provision they may lose 
benefits when their earnings exceed this figure. 

H.R. 1055 by your able colleague and member of this committee Representa- 
tive Roberts represents a minority group, covered by non-service-connected dis- 
ability awarded under the veterans organization, where single employees are 
restricted to income in excess of $1,400 per annum and married workers cannot 
exceed an income of $2,700. Many rails now have supplemental pensions, in 
which they contribute a percentage of their earnings in excess of $350 per month. 
When they retire they receive a supplemental pension and this added to their 
veteran’s pension check reaches $1,400 for single employees and $2,700 for 
married employees and some employees in the single bracket do not request 
veterans’ pensions on account of this provision. But all of those rail employees 
paid taxes under railroad retirement and hence should receive benefits under 
that act. So the Railroad Retirement Board in conference with the veterans 
group came to agreement on this class of employees, that a small amount of the 
residual lump sum, or taxes paid in by such employee would be returned each 
month to the employee and would not be considered income in connection with 
the nonservice disability under the veteran’s organization, but when the residual 
lump sum was used up, which comprises the taxes such employee paid into 
railroad retirement, his benefits under that act ceased and the Railroad Retire- 
ment Board had discharged their obligation in full. We can give our full sup- 
port to this measure. 

I will refer now to H.R. 977, sponsored by the second ranking man on this 
committee, Representative John Bell Williams and cosponsored by many members 
of Congress. This bill proposes to eliminate the so-called dual restriction with 
reference to rail spouses. This is a case where wives of rail workers try to help 
the family budget, secure employment under industry covered by the social 
security and when they reach the retirement age find that they can qualify for 
social security benefits only to find that their spouse benefits under railroad re- 
tirement is denied, as under the present law they.are only entitled to the higher 
of the two and in most cases this provision voids entirely their spouse benefits 
under railroad retirement. We feel that they should be entitled to both benefits 
under our system. 

The law was changed some time ago permitting workers to work and qualify 
under social security and receive both benefits. It was later extended to apply 
to widows but the spouse dual restriction still remains, and I might qualify this 
remark by advising that it is the only dual restriction now carried in our act 
and should be removed. 

Before commenting on H.R. 1012, I would like to leave this thought with you. 
The Railroad Retirement Board is a Government agency whose activities are 
controlled by Congress. Operation expenses of this Board have increased each 
year, despite the fact that 1958 saw a new low in railroad employment. I would 
refer you to the monthly Review of the Railroad Retirement Board for Decem- 
ber 1958, volume 19, No. 12, page 14, in which the Board expenses of opera- 
tion for the fiscal year for railroad retirement and unemployment insurance 
amounted to $17.4 million. What it will reach in the 1959 fiscal year is any- 
body’s guess. In 1958 a new safety department was established at the Board 
with substantial salaries and unlimited expense account to dwell on a measure 
of safety that is well covered today by other agencies. The duties of this newly 
created department are to review Federal and State laws, analyze available 
data on accidents, identify areas of special safety problems, visit scenes of 
accidents. They will call and interview railroads and labor groups, the Inter- 
state and State Commerce Commissions, State utilities, public service, and in- 
dustrial commission boards, the Association of American Railroads, the Ameri- 
can Short Line Association, the Bureau of Labor Statistics, the National Safety 
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Council, insurance companies, and other institutions interested in public safety. 
If this new department is allowed to thrive it will materially affect the opera- 
tion costs of the Railroad Retirement Board. The actuaries of the Retirement 
Board and the labor press have in the past created fear in even Members of 
Congress that our fund was operating at a deficit, but this question received no 
consideration when a new department of this mention was established. Our em- 
ployees are critical of this move, as they know full well that our Retirement 
Board was established to disburse benefits under the act, and should not invade 
a field now well covered and foreign to their original concepts to create a 
bureaucracy at the Board at the expense of the rail industry and its employees. 
This is a very radical departure from the principles on which they were 
founded. 

I will now comment briefly on H.R. 1012 sponsored by our esteemed friend, your 
chairman, Representative Harris. This bill is a substitute for H.R. 4353 which 
was under considerable discussion in the last Congress. I vigorously opposed 
putting an unemployment measure in a retirement bill. This feature in the 
last session of Congress received the ire of the railroads on account of costs 
and should in my opinion come under a special bill sponsorship and does not 
come in the category of a retirement measure on account of the opposition from 
many sides. I am not reflecting on the merits of an unemployment feature but 
I do not think it should be made a part of a retirement measure, and of course 
we know that it carries a 10 percent increase for those now retired. But this is 
only for the purpose of getting their support on the other measures carried in 
the bill, as the old saying goes, “A dying man will grasp any straw.” 

This bill starts out by indicating the age of retirement will be considered at 
60 with 30 years of service and qualifies this by adding restriction for reduction, 
similar as is carried today in the act. The rail workers as a whole know nothing 
about the bill and outside of the increase in benefits very little publicity or ex- 
planation has been forthcoming in the labor press. 

We favor page 2 of the bill which allows spouses to retire at a reduced base 
on attaining the age of 62 years, as many wives today are younger than their 
rail husbands. This feature will correct a flaw that exists in the act. 

We likewise support page 5, section 5 of the bill as we have many members 
working for American railroads, paying in taxes under our Retirement Act and 
yet when they die their widows are restricted to 7 working days and not their 
earnings as accorded the wives of rail workers in the United States of America. 
I have contacted many in this class who have meager jobs as baby sitting, 
student nurses, etc., but regardless of the compensation received all they can 
work under the present law is 7 days; even 1 hour each day counts. We believe 
they should be placed on the same basis as their counterpart in the United States 
of America. Hence, we wholeheartedly support this feature. I would ask that 
a letter I received from F. K. Higginbottom, Queen’s Councilor in the Dominion of 
Canada, that appeared on page 286 of the March 1957 hearings before this com- 
mittee, be made a part of the official record of this hearing as it very clearly 
shows the need for the change in this provision. 

Of course, we are 100 percent behind the move to increase all rail pensions and 
annuities 10 percent across the board and I might state that this provision 
is very urgent at this time as the condition of our retired rails is very tragic 
to compete with the high economy of today. 

While we will be glad to support increases in the tax base to $400 per month 
base salary to bring railroad retirement in conformity with social security which 
on January 1, 1959, raised their base to $4,800 per annum or $400 per month. 
But our employees want realistic benefits, as defined in my remarks and not 
fringe benefits which this bill provides. 

We are opposed to the rate increase to a gross of 13% percent of taxable 
payroll effective January 1, 1959, and to reach a gross of 14% percent by Jan- 
uary 1, 1962, coupled with added increases under the social security. I find no 
employee in favor of such additional taxation. 

While employment on the railroads has been somewhat curtailed during 1958, 
the Railroad Retirement Board has actually increased their help and offices and 
now have created a department of safety overlapping many agencies, specialists 
in this field, we have $3.8 billion cushion in the railroad retirement reserve 
and I think you should have a good look into this feature before making any 
commitments for increase in the tax rate. 

While we are not directly involved with the unemployment insurance, the cost 
of which is paid entirely by the carriers, I might point out to the committee that 
under the unemployment feature contained in H.R. 1012, an unemployed rails 
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would receive $205 for each 28 days of unemployment, whereas the maximum 
benefits under Railroad Retirement is a maximum of $185 each month, and 
less than 1 percent get this figure on account of the low test period prior to 1937 
to which we ask due consideration be given. There is no difference today he- 
tween a retired rail and those unemployed. They have to pay the same amount 
for their provisions. In fact, the retired man has added expenses covering 
medical care on account of advanced years, which obligation is not manifest to 
the workers. 

I certainly appreciate the courtesy of appearing before this committee. 
I do not know how long I can weather this task, as I was 68 years old last 
November and each year is a milestone in my life and I can assure you gentle 
men, that there is no pleasure in climbing the ladder of time. But a winner never 
quits and a quitter never wins. I thank you. 


Senator Morse. We will recess, then, until February 18. 
cee at 12:05 p.m., the subcommittee recessed, to reconvene: 
on Wednesday, February 18, 1959.) 
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WEDNESDAY, FEBRUARY 18, 1959 


U.S. SENATE, 
SUBCOMMITTEE ON RAILROAD RETIREMENT OF THE 
CoMMITTEE ON LABor AND Pusiic WELFARE, 
Washington, D.C. 

The subcommittee met at 2 p.m., pursuant to recess, in room 4282, 
New Senate Office Building, Senator Wayne Morse (chairman of the 
subcommittee) presiding. 

Members of the subcommittee present : Senators Morse (presiding) 
and Clark. 

Committee staff members present : Stewart E. McClure, chief clerk; 
Samuel V. Merrick, special counsel to the subcommittee ; and Raymond 
Hurley, professional staff member. 

Senator Morse. The subcommittee will come to order. 

I will place in the record at this time two letters received by the 
chairman from the Railroad Retirement Board. 

(The letters follow :) 

UNITED STATES OF AMERICA, 
RAILROAD RETIREMENT BOARD, 
Chicago, Iil., February 13, 1959. 
Hon. WAYNE Morse, 
Chairman, Subcommittee on Railroad Retirement, 
Committee on Labor and Public Welfare, Washington, D.C. 


DEAR Mr. CHAIRMAN: In my appearance before your esteemed group on Mon- 
day, February 9, you graciously granted to me the privilege of substituting 
a broader summary for the penultimate paragraph on page 6 of my statement 
concerning S. 226, 

The supporting details follow : 


| | 























Number of | Actually 

Quarter ending cases Recover- | Recoverable | recovered 

checked able cases payments through 

Dee. 1, 1958 
cic aga i a a a a I aa a la a le 
} 

Ns BO WONG iis te i he i eabancadad 1, 028 | 274 $37, 546. 98 $13, 466. 23 
I iat thi a ea 1,091 246 27, 416. 69 9, 642, 89 
MIE EING 30 She 5d hoo ca Gae cnn nene eaten 1, 841 | 405 46, 375. 54 26, 956. 85 
June 30, 1957_......-- 2, 195 629 | 71, 661. 22 39, 062. 49 
Sept. 30, 1957......_.- 1,127 326 57, 320. 62 24, 444. 37 
Dee; 81, 1067. < cec-<s = 1, 543 436 62, 607. 39 29, 246. 82 
Mar. Os i cient oie ilienet tiled adlemane indiana 3, 932 | 637 65, 482. 40 | 29, 808. 94 
Is 5.0500 cass Sd s sock ts scene ennuee 2, 523 | 671 88, 122. 80 38. 561. 81 
SR RI Saini tnncniicdaciinninentzdoupninntheatiatnits 1, 462 398 7, 722. 37 17, 054. 03 
DOME xb aticstndttitds Dhitathionictiainate 16, 742 4,022 | 524, 256. 01 | 228, 244. 43 





In the last 2 fiscal years, fraud determinations were made in 1,076 cases. Only 
388 were referred to United States attorneys for prosecution and 286 convictions 
were reported. 

Sincerely, 


THOMAS M. HEALY. 
143 
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RAILROAD RETIREMENT BOARD, 
Chicago, Ill., February 17, 1959. 
Hon. WAYNE MORSE, 
Chairman, Subcommittee on Railroad Retirement, Committee on Labor and 
Public Welfare, U.S. Senate, Washington, D.C. 


DeaR SENATOR Morse: The supplemental statement by me, referred to in Mr. 
Habermeyer’s communication to you, dated February 13, follows: 

In my appearance before your committee on February 9, and with your per- 
mission, I summarized results of checks by field representatives of the Board for 
possible employment on days claimed as idle by claimants for unemployment 
insurance benefits under the Railroad Unemployment Insurance Act during period 
July 1, 1956, and September 30, 1958, showing that, as of December 1, 1958, less 
than 50 percent of the recoverable payments had been recaptured. 

In the communication referred to, it is stated that “separate records are not 
kept of amounts determined to be recoverable because the claims were fraudulent 
or of the amounts of such benefits which are ultimately recovered.” And, in the - 
table on page 4, it is shown that for a selected 4-year period, a total of $5,759,664 
in unemployment insurance benefits were deemed to be recoverable and, of that 
amount, $5,113,956 had been recaptured. 

As the report states, that is the record of the total amount of benefits held to 
be recoverable and includes, as well as fraud, clerical and administrative errors, 
benefit rate adjustments, pay for time lost, etc. 

A statement compiled by the Bureau of Unemployment and Sickness Insurance, 
dated February 13, shows that in the last 8 fiscal years, in 59,641 cases checked 
for employment on days claimed as idle, 11,990 cases of recoverable payments 
were found, aggregating $1,294,552. 

As of December 31, 1958, the accounts receivable for recovery of unemployment 
insurance benefits stood around $620,000, including, of course, all items. How- 
ever, audits of four regions in 1957—Atlanta, New York, Kansas City and 
Dallas—revealed that in accounts receivable aggregating $442,252 a total of 
$365,405, or 83 percent, involved fradulent claims and payments. 

Since the accounts receivable for unemployment insurance benefits on Decem- 
ber 31, 1958, was around $620,000, 83 percent of that sum, or, around $514,600, 
would be reasonably chargeable to fraud. This does not include (nor does the 
table referred to on page 4 of the Board’s report of February 138) a total of 
$140,385 in recoveries of unemployment insurance payments that were actually 
waived, for one reason or another, during the 8 fiscal years’ period, 1950-51 
through 1957-58. 

The Board’s report on pages 7 and 8 show benefits paid in the fiscal year 
1957-58 to employees who were discharged or left work voluntarily. 

In October and November 1958, the Board’s Director of Research, at my 
request, prepared some estimates of the ratio of such benefits to the total unem- 
ployment insurance payments which I now respectfully offer for your considera- 
tion: 


4 fiscal years | 10 fiscal years 
July 1, 1954, to} July 1, 1948, to 
June 30, 1958 | June 30, 1958 


Total unemployment insurance payments = ‘ $464, 849,000 | $817,919, 000 


Voluntary quits ee 24, 548, 000 48, 734, 000 
Discharges. ___ ’ Sao cnnexie es de 15, 774, 000 34, 355, 000 
Snspensions. _- y : ; f ’ 3, 635, 000 7, 377, 000 
_. . Saas sor. a 5 cai ranrat : 9, 838, 000 15, 656, 000 


ee meneetnd weee- ee. eS ee | 53,795,000 | 106, 122, 000 


Percent selected reasons to total unemployment insurance payments aa’ 11.6 | 13.0 


Very truly yours, 
THOMAS M. HEALy. 
Senator Morsg. This afternoon we will proceed with the witnesses 
representing the carriers. We will have as our first witness Mr. 
Daniel P. Loomis, president of the Association of American Rail- 
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roads. Is there anyone associated with you whom you care to have 
sit with you? Ifso, you may have them do so. 
The witness may proceed in his own way. 


STATEMENT OF DANIEL P. LOOMIS, PRESIDENT, ASSOCIATION OF 
AMERICAN RAILROADS 


Mr. Loomis. Mr. Chairman and gentlemen of the committee, my 
name is Daniel P. Loomis. I am president of the Association of 
— ican Railroads, with headquarters in Washington, D.C. 

I appear here on behalf of the member lines of the Association of 
American Railroads to oppose enactment of S, 226 in its present form. 
Just last year I appeared before this committee in opposition to 8S. 
1313 which also proposed similar unwarranted amendments to the 
Railroad Retirement and Unemployment Insurance Acts, and I 
showed that it was bad legislation for the railroads, bad for the 
employees, bad for the n: tional economy, bad for the shippers and 
travelers, and bad for the national defense. 

It will not be my purpose to comment on the bill section by section. 
I would, however, like to point briefly to some of the more important 
aspects of S. 226. All annuities under the retirement system would 
be increased by 10 percent and benefits under the unemployment system 
from 8 percent to 25 percent with a general advance of 20 percent. 
The period of time over which a railroad worker could receive unem- 
loyment benefits would be extended for as long as 26 weeks in each 
benefit year beyond the period provided for at the present time. The 
bill would increase the tax rate for retirement paid by employers and 
employees each from the present 61/4, percent to 634 percent on Janu- 
ary 1, 1959. In addition, the retirement tax rate woala go to 71, per- 
cent on January 1, 1962, and in a number of steps would eventually 
reach 9 percent on January 1, 1969. The unemployment insurance 
tax rate which is now 3 percent would be increased to 314 percent. 
Both the new retirement tax rate and the unemploy ment tax rate 
would be applied to $400 a month of employee earnings rather than 
$350 of such earnings, the present base. These retirement and unem- 
ployment tax changes would impose on the railroads immediate pay- 
roll tax increases of $102 million per year, and when the future 
changes have taken place the additional annual taxes will total] $228 
million. I should add that if the bill were amended to increase the 
unemployment tax to 4 percent, as has been suggested by two members 
of the Railroad Retirement Board and the witness for the Railway 
Labor Executives’ Association, the immediate additional taxes would 
become $130 million per year, and the future additional annual taxes 
assessed against the railroads would total $256 million. 

There is no justification to provide increased retirement benefits 
to the extent proposed in S. 226, when the railroad system is already 
far more generous than even the recently amended Social Security 
Act, which covers workers in other industries, including the rail- 
roads’ competitors. There is also no justification to increase benefits 
payable under the railroad unemployment insurance system—a sys- 
tem already far more liberal than the State systems applicable to 
workers in other industries. 
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That the railroads are not in a position to assume unwarranted 
increases in operating costs is well known to most members of this 
committee. Such a fact was fully developed by the Subcommittee 
on Surface Transportation of the Senate Committee on Interstate and 
Foreign Commerce in hearings last year. Legislation enacted by the 
Congress following those hearings is hopefully expected in the long 
run to provide assistance to the railroads in working toward solution 
of their problems, but that legislation has not removed or even less- 
ened the continuing need for avoiding extravagant expenditures of 
railroad funds. 

Congress obviously was aware that even though they enacted the 
Transportation Act of 1958, many difficulties still confront the rail- 
road industry. That was evidenced by the adoption of Senate Reso- 
lution 303, providing for a comprehensive study of transportation © 
policy and related problems, and now Senate Resolution 29 in the 
new Congress, now under consideration. 

To proceed, two major factors adversely affecting the railroads are 
competition and inflation. Diversion of traffic from the railroads to 
their growing competitors, higher wages and material costs, and ex- 
panded fringe benefits for their employees represent opposing eco- 
nomic pressures of such magnitude that the result has been a serious 
decline in railroad profits. The railroads have failed to participate 
in the prosperity enjoyed by other industries since World War IT. 

Intercity freight traffic in the United States has been on the rise, 
with only brief, occasional interruptions in the trend, for the past 25 
vears. Railroads have in some years participated in this traffic 
growth, but since 1947 railroads have experienced a decline in their 
freight traffic, while other forms of transportation have shown sharp 
increases. Thus, the railroad share of total intercity ton-miles has 
declined, as shown in table I. 

May I ask that table I be copied into the record ? 

Senator Morse. That will be done. Table I will be copied into the 
record at this point. 


(Table I follows :) 


TABLe I.—Percentage distribution of intercity ton-miles 





Year Railroads Motor- Great Rivers and }| Oil pipe- Total 
trucks Lakes canals lines 
1929_.... oe 74.9 3.3 16.0 1.4 4.4 100 
1940. i 61.3 10.0 15.5 3.6 9.6 100 
Ee ek 71.3 5.5 11.2 2.5 9.5 100 
Las FA PRR EE RBS: 65.3 10.0 11.0 3.4 10.3 100 
Paebhdnkingss ener cpanitcnss>s 46.3 19.3 8.7 8.5 17.2 


2 | 100 


Mr. Loomis. Whereas railroads handled nearly three-fourths of the 
freight traffic in 1929, they handled less than 47 percent of the total in 
1957. For 1958 it is estimated that the railroad proportion was less 
than 46 percent. For every year since 1943, the peak year for the 
railroads since 1929, the proportion of intercity ton-miles handled by 
the railroads has shown a decline under the preceding year. 

The greatest relative gains were made by motor carriers and by 


operators on the inland waterways, whose rights-of-way are provided 
for them by the public. 
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Passenger traffic has also left the rails, as travel by bus, airplane, 
and private automobile—again on public rights-of-way—has in- 
creased by leaps and bounds. Distribution of intercity passenger- 
miles among the commercial carriers is shown in table II. 

May IL ask that that also be copied into the record. 

Senator Morse. It will be included in the testimony at this point. 

(Table II follows:) 


TABLE II.—Percentage distribution of intercity passenger-miles (excluding 
private automobiles) 


| | | Electric 
| | railways 
1 




















Year Railroads | Buses Air carriers| andinland| Total 
waterways 

$$} -—___|-_ er Sa iL ties arts 
1929 70. 7 15. 4 | | 13.9 100 
1941. ._- i iz des 2. 7 27.9 3.0 6.4 | 100 
een eee | 74.2 20.8 1.7 3.3 100 
DPE téiwoeces abatune ah oack a 58.5 30. 4 7.8 3.3 | 100 
enki kw cieivebsbresensétnene ‘ -| 31.8 | 30.7 34.7 | 2.8 | 100 


Mr. Loomis. For every year since 1944, the proportion of commer- 
cial intercity passenger-miles handled by the railroads has shown a 
decline under the preceding year. 

Air is the only form of commercial passenger transportation that 
has shown a significant increase in its share in the period since World 
War II, and that form of transportation enjoys substantial subsidies. 

Even more significant than the shift in ton-miles and passenger- 
miles has been the shift in revenues from the railroads to their prin- 
cipal competitors. This situation is set forth in table IIT. 

May I ask that table III be put into the record? 

Senator Morse. It will be included in the record. 

(Table IIT follows :) 


TABLE III.—Ratio of truck and airline traffic and revenues to railroad trafic and 
revenues (excluding unregulated carriers) 


1 
Ratio of truck to rail | Ratio of air to rail 























Year 
Ton-miles Freight Passenger- Passenger 
| revenue miles | revenues 
1940__ 5.5 21.4 4.4 12.8 
BE ciiiichstsDecaticin angie state Wetman ee llL.1 41.1 25. 2 64. 6 
WOOF iccttgiilas cbmicdkedseocwecsen ths bashbadeeetes 13.5 | 56.8 97.8 182.3 





Mr. Loomis. You will note the ratio of truck revenue to rail revenue 
has gone up from 21.4 to 56.8, and the airline revenue to railroad reve- 
nue from 12.8 percent to 182.3 percent. 

To proceed, data for trucks in table III cover only that portion of 
the motor carriers which is subject to ICC regulation. Since such 
carriers account for about one-third of all truck ton-miles, it is appar- 
ent that the total revenue value of all trucking substantially exceeds 
the freight revenues of the railroads. Air travel by other than the 
scheduled domestic airlines is also excluded from table ITI. 

The significance of table III is that in 1957 the ratio of truck reve- 
nue to rail revenue was more than four times as great as the truck-to- 
rail ratio based on ton-miles. Similarly, the air-to-rail ratio was 
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about twice as great on a revenue basis as on a passenger-mile basis. 
The reason, of course, is that while railroads must carry all kinds of 
traflic, the trucks concentrate on the more lucrative, high-rated freight, 
and the airlines attract the higher-fare first class travel and the more 
profitable longer hauls. This has a severe impact on the profit margin 
of the railroads. 

During the period in which railroads have been subjected to the 
pressures of growing competition which has been abetted in part by 
Government aids, they have also felt the impact of inflationary forces 
on their unit costs of operation. 

As members of this committee know, the railroads in late 1956 exe- 
cuted agreements with their employees extending over a 3-year period 
to October 31,1959. In addition to wage increases made effective No- 
vember 1, 1956, the agreements provided for increases in wage rates of - 
7 cents per hour on November 1, 1957, and again on November 1, 
1958, plus adjustments in wage rates tied to changes in the cost. of 
living. The substantial annual increases in wage costs, including 
fringe benefits, which the railroads have had to assume since Novem- 
ber 1, 1956, are set out in table IV. 

May [ask that table IV be made a part of the record ? 

Senator Morsr. Table IV will be copied into the record at this point. 

Mr. Loomis. May I point out the significance of table IV? If in 
1959 the same number of service hours are performed on the railroads 
that were performed in 1958, the increased cost for 1959 would be 
$886.500,000 greater than it would have been under the rates in effect 
October 31, 1956, just a little over 2 years ago. 

(Table IV follows:) 


TABLE 1V.—Jncreased wage costs since Nov. 1, 1956 


[Based on estimated 1958 service hours] 


Date Item Annual cost 






Nev. | 1;3008 | Increases of 13.6 conte per Der t.6 sis stokes Seas... $264, 200, 000 
Jan 1, 1957 | Increase in p ayroll tax rate (0.5 percent) .............- idee ene 19, 690, 000 
May 1,1957 | Cost-of-living increase (3 cents) 2__._ a : 62. 500, 000 
Nov. 1,1957 | Contract increase (7 cents) and cost- of- livir ng incre: ase ( 5 cents)?_.....- 251, 500, 000 
Jan. 1,1958 Increase in payroll tax rate (0.5 cents) ..........................-...---... 19, 690, 000 
May 1,1958 | Cost-of-living increase (4 cents)?___- a ee 82, 300, 000 
Nov. 1,1958 | Contract increase (7 cents) avi cost-of-living increase (1 cent)?__-____- 167, 200, 000 
Jan 1,1959 | Increase in payroll tax rate (0.5 percent) ._.--- iti piccniiaee des ; 19, 600, 000 


Tee wae. 3 ee ae eee ee a NBS 886, 500, 000 


1 Includes increased health and welfare benefits and payroll tax on Wage increases. 
2 Includes payroll tax on Wage increases. 


Thus, since November 1, 1956, the railroads have experienced in- 
creased wage costs of $886 million per annum. About $699,300,000 of 
that total increase in wage costs was fully reflected in operating ex- 
penses for 1958; the additional $187 million will be fully reflected in 
1959. The pro sosed legislation before this committee would add an- 
other $102 aillion for 1959, increasing to $228 million per annum 
in 1969. An increase of the unemploy ment payroll tax rate to 4 per- 
cent would make these additional taxes $130 million in 1959, increasing 
to $256 million in 1969. 

Table V-sets forth the retirement and unemployment benefit costs 
to a railroad employer as compared to such costs for other employers, 
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including railroad competitors, who are subject to the Social Security 
Act and State unemployment insurance laws. 

May I ask table V be copied in? 

Senator Morsr. Table V will be put in the record at this point. 


(Table V follows:) 


TABLE V.—Comparative employer costs under statutory retirement and unem- 
ployment plans for employees working 40 hours per week and earning $4,800 
per year in 1959 











Railroad employers | Other em- 
eta ye Skee bd ployers 
| (Social 
Present law S. 226 | Security 
Act) 
z hehe al abe ae La | my ’ | % = © 
For retirement en te Ranh a a $262. 50 | $324. 00 | $120. 00 
For unemployment... --..........-..-- 126. 00 168. 00 1 48. 32 
Total tax_-..--- Soatecaat : 388. 50 50 | 492. 0 | 168. 32 
Per hour (2,080 hours): } - ce BEAST 
For retirement___--.------ cents __| 12.6 | 15, ¢ of 5.8 
For unemployment___--_ --- és do 6.1 | 2.3 
ET oo a aka th dt lenn atid teabiae ee do | 18.7 23.7 | 8.1 





1 Based on weighted average wage base of $3,020 and average of 1.6 percent (including Federal tax of 0.3 
percent) under State systems as of Jan. 31, 1958. 


Mr. Loomis. You will note in the lower part of the table showing 
the cost per hour for railroad employees for retirement and unemploy- 
ment under the present law and for retirement and unemployment 
under S. 226, in the last column, is the cost per straight-time hour for 
employers subject to the Social Security Act, and the unemployment 
act of the various States. 

For an employee working 40 hours per week and earning $4,800 per 
year, the railroad employer, under the present law, now pays a total 
tax for retirement and unemployment purposes of $388.50 per year as 
contrasted with a total tax of $168.32 for other employers. S. 226 
would immediately increase the annual railroad tax to $492 for such 
employee and the tax would gradually increase to a total of $600 for 
such employee by 1969. 

If the tax rate for unemploy ment benefits, paid entirely by the rail- 
roads, should be raised to 4 percent instead of 3%4 percent as specified 
in S. 226, the annual tax per full-time employees would become $192 
per annum instead of $168 as shown in table V. The total cost for 
retirement and unemployment would become $516 per employee per 
year. 

At the present time, railroad retirement and unemployment taxes 
are equivalent to 18.7 cents per straight-time hour in contract with 
8.1 cents per hour for other employers. If S. 226 becomes law the 
cost will immediately increase to 23.7 cents per hour. If the unem- 
ployment tax rate were raised to 4 percent, it would raise the immediate 
equivalent cost of 24.8 cents per hour. In 1969 it would become 28.8 
cents per hour under S. 226. 

It. should also be pointed out that. the employee himself will have 
to contribute an equal amount to the retirement fund, $324 in 1959, 
scaled upward to $432 in 1969 and thereafter if S. 226 becomes law. 

All groups of railroad employees have participated in the increases 
in wage rates and fringe benefits which have already added so heavily 
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to railroad unit costs. As the inevitable result of the coincidence of 
increased unit costs and decreased revenues, a sharp reduction in rail- 
road employment has occurred. 

Railroad employment in 1958 was the lowest reported for the past 
60 years. Average 1958 employment was about 20 percent below that 
of 1955 and 15 percent below that of 1957. The reduction in employ- 
ment since 1945 is shown in table VI. 

Senator Morsr. It will become a part of the record at this point. 

(Table VI follows:) 


TABLE VI.—Average number of employees—Class I railroads, 1945, 1950, 
and 1955-58 









































Number of 
employees 


Mr. Loomis. The curtailment of employment which has resulted 
from the squeeze on railroad earnings has been especially pronounced 
among maintenance personnel. 

During just the past 2 years of increasing costs and declining reve- 
nues, railroads have reduced their employment in the maintenance 
categories by about 110,000 employees—or more than one-fourth. 
Much work which must eventually be done has been deferred, includ- 
ing both maintenance and capital improvements. Railroads gave 
heavy repairs to only 178,000 freight cars in 1958, a decrease of 32 
percent under the total of 261,000 cars repaired in 1957, and 41 
percent under the total of 301,000 repaired in 1956. Freight cars not 
in service and awaiting repair at the beginning of 1959 amounted to 
8.6 percent of total freight-car ownership, compared with less than 
4 percent 2 years ago; and the number of serviceable cars has de- 
clined so rapidly in the past year that concern has been expressed 
about the railroads’ ability to meet any sudden upsurge in traffic. 

Freight-car supply was adversely affected also by curtailment of 
capital expenditures in 1958, and that curtailment has carried over 
into 1959. Class I railroads installed only 39,000 new freight cars 
last year, less than two-thirds of the number required to offset retire- 
ments, and had only 30,000 new cars on order at the beginning of 1959. 
Freight-car ownership declined by nearly 21,000 cars in 1958; and 
this decline, together with the increase in bad-order cars, resulted in 
a drop of 79,000 cars in serviceable ownership. 

The freight car repair programs of the railroads should be stepped 
up to insure an adequate railroad car supply, but they cannot be 
stepped up unless the necessary money is available. Imposition of 
increased payroll taxes on the railroads would drain off scarce funds 
badly needed for maintenance and other essential purposes at a time 
when the national defense potential of the railroads is already a cause 
of concern. 

In this connection, Mr. Chairman, there was a meeting of the 
National Association of Shippers Advisory Board, at. St. Louis, Mo., 
last week. Those boards are made up entirely of shippers from the 
various regions of the country, and their principal function is to deal 
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with freight-car supply and potential traffic and requirements for 
cars. 

I quote from the report made by the new president of that associ- 
ation, and which was adopted in the form of a resolution by the Na- 
tional Association of Shippers Advisory Board. 

In my opinion the recommendations of this board should be renewed in the 
following respect: 


First, that a minimum of 10,000 new cars per month be placed in railroad 
ownership ; 


Second, that the total ownership be set at a goal of 2 million freight cars to be 
reached within the period of 5 years; and 

Third, that the bad order situation be held to 3 percent of total ownership. 

These recommendations are being submitted although management may con- 
sider the foregoing to be a large order in the face of the low earning experience 
of 1958. However, now that the Nation is on the road to economic recovery 
it is only through carrying out the consistent and permanent program set forth 
in these recommendations that an adequate and servicable supply of all types of 
equipment can be made available not only to take care of the needs of the rail- 
roads themselves ; but, also, of an expanding national economy. 


To proceed : 

Railroad earnings do not provide an adequate return on the money 
invested in railroad transportation property. Six percent, while 
less than that deemed proper for other industries, has long been 
regarded as a reasonable standard of railroad earnings, but what 
have the railroads realized in the past 4 years? In 1955 the rail- 
roads earned a return of only 4.22 percent in net investment, in 1956 
it was reduced to 3.95 percent, further declined to 3.36 percent in 
1957, and averaged only 2.76 percent in 1958. Such returns are 
clearly insufficient to insure an adequate railroad plant to meet the 
needs of commerce and the national defense. 


Senator Morse. Does that apply to class I, or all railroads? 
1 


Mr. Loomis. That is class I ra 

To proceed : 

The decline in railroad earnings from the substandard return of 
4.22 percent in 1955 to the wholly inadequate return of 2.76 percent 
in 1958 simply reflects the inability of the railroads to absorb huge 
increases in operating costs. Railroads have increased their rates 
and fares where the competitive situation will permit; they have. 
effected operating economies wherever possible, including substan- 
tial cuts in employment; they have borrowed from the future earn- 
ings through deferred taxes and deferred maintenance; but they have 
not. been able to avoid this shrinkage in their margin of profit. 

Mr. Schoene presented to the committee certain statistics of earn- 
ings of what he characterized as representative railroads in the vari- 
ous districts of the United States. He commented only on the New 
York Central, Pennsylvania, Chesapeake & Ohio, and Norfolk &. 
Western, and then stated that he would supplement that with a 
memorandum. Our copy of the record does not contain such a 
memorandum and I don’t know whether it has yet been filed. But 
my comments will be based on the presentation that he did make to 
the House committee, and on the assumption that his memorandum 
will follow along that line. 

Senator Morse. Well, for the record, let it show that if the brother- 
hood files with the subcommittee any supplemental memorandum, 
you may supply your supplemental in reply for the record. 


roads. 
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Mr. Loomis. Thank you very much. 

To proceed : 

He showed that the net railway operating income of these so-called 
representative railroads and there were 13 of them in the best months 
of 1958—September, October, and November—showed substantial 
improvement over the corresponding months of 1957 and compared 
favorably with those of 1956, and he concluded that the railroads 
have recovered from the effects of the economic recession to which he 
attributed their troubles in the early part of 1958. 

Mr. Schoene’s showing was misleading for several reasons. In the 
first place, the earnings of his “representative” railroads are not repre- 
sentative. Comparing earnings in the 3 months of 1958 with the cor- 

responding 3 months ‘of 1956, Mr. Schoene’s selected railroads show 
an increase of 8.2 percent, whereas all other railroads in the United © 
States had a decrease of 20.8 percent, and class I railroads as a whole 
show a decrease of 6.2 percent. Returns for the last 4 months of the 
year, including December which is now available, provide a similar 
comparison. Mr. Schoene’s selected roads in the 4 months of 1958 
had aggregated net railway operating income of $213,690,000, com- 
pared “with $1€0,778,000 in the corresponding months of 1957, and 
$199,806,185 in the 1956 months. Thus, these 13 railroads in the best 
months of 1958 had a substantial | improvement in their earnings over 
those of the last 4 months of 1957, and an increase of 6.9 percent over 
the 1956 period. However, the earnings of the other 100 class I rail- 
roads in the same 1958 period showed an increase of only 5.6 percent 
over the same period in 1957 period and had a decrease of 19.8 percent 
under their earnings in September—December 1956. 

It should also be remembered that earnings in the period selected 
by Mr. Schoene were affected only to a limited extent by the sub- 
stantial further increases in wage costs which became effective in 
November 1958 and January 1959. I might reiterate here that in 
1956, a year which Mr. Schoene appeared to regard as a prosperous 
one, the railroads earned by 3.95 percent on their investment—a wholly 
inadequate return by any reasonable standard. 

I believe this committee should also know that the New York Central 
and Pennsylvania Railroads, which according to Mr. Schoene have 
recovered from the effects of the 1957-58 recession, had a rate of return 
of about one-half of 1 percent in the full year 1958. Based on net 
investment at the beginning of the year, the New York Central earned 
0.59 percent in 19! 58, compared with 1.49 percent in 1957 and 2.96 
percent in 1956. The Pennsylvania return on the same basis was 0.49 
percent in 1958, as compared with 1.78 percent in 1957 and 2.77 percent 
in 1956. Each of these railroads was benefited in July 1958 by re- 
ceipt of about $1814 million in back mail pay ($37 million for the 
two roads), and in each case about $5 million was credited to 1958 
operations and reflected in net railway operating income. The bal- 
ance, applicable to prior years, was reflected in net income for the year 
1958. 

I have already stated that the railroads have failed to share in the 
prosperity prevailing generally in the United States in the years since 
World War II. Among 73 industries and industry groups for which 
the First National City Bank of New York compiles and publishes 
ratios of net income to net assets, railroads in 1957 had the lowest ratio, 
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with two exceptions. All industries studied had an average return on 
net assets of 10.6 percent. Manufacturing industries averaged 12.8 
percent, wholesale and retail trade 10.9 percent, mining and quarrying 
9.7 percent, and public utilities 9.6 percent. W hile 70 of the 73 
industries and groups showed average returns of from 4.7 to 24 per- 
cent, the railroads’ return on net assets was only 4.4 percent. The only 
two industries having a return less than the railroads were meat- 
packing and fire and casualty insurance. 

I have already shown in table VI how sharply railroad employment 
was cut in 1958. Other economies affected in 1958 are shown by the 
record of railroad expenditures for capital improvements and for the 
purchase of fuel and other materials and supplies required to operate 
and maintain the railroads. Such expenditures were cut by about 

$114, billion in 1958 under those of the previous year. According 
to the latest estimates of the ICC, railroad capital expenditures 
amounted to about $740 million in 1958, a reduction of $654 million 
or 47 percent under the 1957 total. Other purchases are estimated at 
$1.2 billion in 1958, down by more than $600 million, or about one- 
third from the 1957 level. 

Such curtailment of spending by the railroads has an adverse effect, 
of course, on the general economy of the Nation, but it was only by 
virtue of such curtailment that the railroads were able to protect 
against even more severe financial distress in 1958. 

“Recent trends in railroad traffic are shown in table VII. 

Senator Morse. Table VII will be copied into the record. 

(Table VII follows :) 


TABLE VII.—Traffic trends—Class I railroads, 1955-58 





| Revenue Revenue 





Year ton-miles passenger-miles 

(biliions) (billions) 
iets — —_—————$—$ | — 
1935... +e pegk WAL 3: : el | 623. 6 28.5 
1956_.. 647.1 | 28, 2 
1957__. 618. 2 2.9 
1958 (estimated) - ‘ ; . } 550.0 23.3 


Mr. Loomis. Railroads hopefully expect improvement in their 
traffic volume in 1959. In the first 6 weeks of 1959, however, carload- 
ings of revenue freight were only 1.8 percent oreater than the de- 
pressed level of loadings in the corresponding period of 1958. 

As Mr. Schoene pointed out in his appearance before this commit- 
tee on February 10, the railroads in the postwar years have enjoyed 
a volume of freight traffic which has been about one-third greater 
than that of the late 1920’s. In fact, railroad gross revenues have 
shown an even greater relative increase than the increase in freight 
traffic. In the 8-year period 1951 to 1958, gross operating revenues 
averaged $10.2 billion a year, an increase of 65 percent over the aver- 
age of $6.2 billion realized in the 1925-29 period. Despite this in- 
crease of about $4 billion in annual operating revenue, and despite an 
increase of about $4 billion in railroad net investment, earnings have 
not increased, but in fact have declined. 

Net railway operating income of. the class I railroads averaged 
$1,165 million in 1925-29, equivalent to a return of 5.11 percent on 
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their average net investment. Railroads have not earned that amount 
of net railway operating income in any postwar year, and their 
highest rate of return in the postwar period was that of 4.31 percent 
earned in 1948. 

The decline in railroad earnings has been accompanied by, and is 
almost directly attributable to, an increase in the ratio of wage costs 
to operating revenues. Such costs took 42.6 cents per dollar of revenue 
in 1929, and this ratio was 52.7 cents in 1957, an increase of 10.1 cents 
= dollar of gross. This increase in the wage ratio was accompanied 

y a corresponding decrease in net earnings, as the ratio of net rail- 
way operating income per dollar of gross revenue fell from 19.9 cents 
in 1929 to 8.8 cents in 1957, and dropped further to 8 cents in 1958. 
In other words, the margin of profit has dropped by nearly 12 cents 
on the dollar since 1929, and the increase in labor costs has accounted’ 
for about 85 percent of the decline. The railroad stockholders have 
realized nothing from their increased investment or from increased 
revenues but in fact have suffered a loss. 

Many economists believe, and many indicators suggest, that eco- 
nomic conditions in the United States will gradually improve in 
1959. Railroad freight business this year may increase from 5 to 10 
percent, provided there is sustained recovery from the recession levels 
in heavy goods. Even if a traffic increase of as much as 10 percent 
should materialize, however, carloadings would still be less than 94 
percent of what they were in 1957. In other words they would be less 
than in 1957 by some 6 or 7 percent, and that volume of traffic cannot 
eliminate or even alleviate the railroads’ present need to control their 
operating costs. 

Operations in 1959, of course, will be affected by the full impact 
of the $886 million aggregate increases in annual operating wage 
costs shown in table TV. About $699 million of those costs were ac- 
tually experienced by the railroads in 1958; the additional $187 mil- 
lion. of known increases in annual costs will apply in full in 1959. 

Mr. Healy, member of the Railroad Retirement Board, showed 
that benefits available under the railroad retirement system are al- 
ready more liberal than those under the social security system. Not- 
withstanding the increase in taxes provided in the 1958 amendments 
to the Social Security Act, the railroads, with no change in the law, 
will in 1959 pay more than twice as much in taxes per employee as 
will employers, including the railroads’ competitors, covered by social 
security. It is true that the social security law provides for future 
increases in taxes, but even when they reach their maximum they 
will be only one-half of what the railroads will be paying if S. 226 
becomes the law. 

Railroad unemployment benefits are now much higher than those 
paid under the State systems, and railroad taxes for unemployment 
benefits are much higher than those paid by other employers, Mr. 
Calhoun, who appears later, will deal in detail with this situation. 

To give some idea of the magnitude of the retirement system, ac- 
cording to the seventh actuarial valuation of the railroad retirement 
system by the Railroad Retirement Board, the total capitalized lia- 
bility for former and present employees was $23.3 billion. If the 
liability for future entrants be included the total capitalized liability 
of the system becomes $33.5 billion. If S, 226 becomes law, the total 
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capitalized liability of the system would become $39.1 billion or an 
increase of $5.6 billion in the capitalized liability. ' 

Some idea of the magnitude of this figure may be gained by in- 
dicating that it is 14% times the total net investment in railroads 

nt and equipment. ' 

Phe cuatieeaa: of the railroad situation which I have outlined clearly 
show that the railroad industry is not in a position to assume unwar- 
ranted increases in operating costs. It simply cannot afford unjustifi- 
able expenses. We do, however, propose an adjustment in retirement 
benefits and taxes provided favorable consideration is given certain 
badly needed adjustments in the Railroad Unemployment Insurance 
Act. 

It is our proposal that the retirement act be amended to provide 
a 5 percent increase in benefits, Such an increase in benefits to rail- 
road retirees will provide a larger dollar increase for annuitants than 
the 7 percent increase which the last Congress provided for workers 
under the Social Security Act. The 1958 amendments to the Social 
Security Act increased maximum annuities from $108.50 per month 
to $116 per month, or by $7.50. The suggested increase to railroad 
annuitants of 5 percent will increase the present railroad maximum 
from about $186 per month to $195.30 per month, or an increase of 

9.30. 

’ Based on old-age benefits actually awarded in September 1958, 
the 7 percent increase legislated by the Congress for social security 
workers increased the average award from $75.92 per month to $81.23, 
or by $5.31 per month. Old-age benefits awarded by the Railroad 
Retirement Board in September 1958 averaged $131.49 per month, 
which if increased 5 percent would become $138.06, an increase of 
$6.57 per month, 

You will recall that in 1956, the President of the United States 
signed a bill granting a 10 percent increase in railroad retirement 
benefits with the understanding that provision would be made to 
finance those increased benefits. We took the position in hearings 
before this committee in 1957 that the railroads stood ready to assume 
their proportion of the burden of the cost of that 10 percent increase. 
Our proposal today will do just that and also provide for financing 
of a substantial part of the suggested new 5 percent increase in bene- 
fits. The 5 percent increase now proposed by the railroads would be 
5 percent on top of the 10 percent increase made effective in 1956. 

The railroads, and their employees alike, are presently paying for 
retirement benefits a tax of 614 percent on employee compensation 
up to $350 per month per employee. 

S. 226 would provide an increase in total retirement tax rates (one- 
half paid by the railroads and one-half by the employees) ranging 
upward from 1314 perecent for 1959 to 18 percent in 1969. Further- 
more, it would raise the taxable compensation base from $350 to 
$400 per month. 

We propose that the total tax rate for retirement be increased from 
the present rate of 1214 percent to 1314 percent and that the com- 
pensation base for the retirement tax be increased from $350 to $400 
per month. The increase in the tax rate would conform to the rate 
would conform to the rate proposed to be effective over the next 
3 years under S. 226. The increase in the tax base would conform 

37456—59—11 
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to the similar percent amendment to the Social Security Act, as well 
as the proposal in S. 226. Such an increase in the tax rate and base 
will provide $118 million of increased income to the railroad retire- 
ment fund and will finance the cost of the 10 percent increase in 
benefits granted in 1956 plus a substantial contribution to the cost 
of the proposed further increase in benefits of 5 percent. 

This is a burden which the industry can ill afford. However, the 
industry stands ready to assume that burden provided the Congress 
will revise the railroad unemployment insurance system to cure a 
number of substantial defects in that system. 

I should point out that S. 226 provides for the imposition of retro- 
active payroll taxes from January 1, 1959, and that retroactive fea- 
ture applies both to the tax increase to be paid by the railroads and 
by their employees. We propose that the payroll tax increase be 
made effective from July 1, 1959, or some other future date, so as to 
eliminate any retroactive payment. 

Take, for example, an employee who terminates his service with 
the industry subsequent to January 1, 1959, and before any bill 
becomes law. There are many thousands of such terminations. Will 
the railroad industry be expected to be responsible for the increase 
in the payroll tax which should have been paid by such employ ees? 

Then consider, for simplicity, an employee who earns $400 per 
month and who had already paid $21.88 per month as his retirement 
tax. Assume also that the proposal to increase retirement taxes be- 
comes law on May 1, in which event the withholding tax would be- 
come $27 per month,-or $5.12 over the withholding that had actually 
occurred during each of the preceding 4 months. It would mean that 
employees then in service would have to be assessed an additional 
$20 48 just to take care of the retroactive tax not previously withheld. 

For these and other reasons, it is important any increase in payroll 
taxes not be made retroactive. 

Attention has been directed to the trend of benefits paid under the 
Railroad Retirement Act compared with the trend in cost of living. 
Such a comparison was contained in the report of the Joint Committee 
on Railroad Retirement Legislation to the Congress, dated January 9, 
1953, printed as Report No. 6. 

At page 515 of that document there appears a tabulation comparing 
the trend in the average benefit per year of service with the trend in the 
Consumer Price Index from 1937 to 1951. It is there shown that the 
full age annuity per year of service for employee only, excluding wife’s 
benefit, increased by 55 percent from 1937 to the end of 1951. Includ- 
ing spouse annuities the increase was 80.3 percent. During the same 
period the Consumer Price Index increased by 80.7 percent. 

The report further pointed out, however, that such a comparison 
indicates only the measure of increases in the level of benefits to 
employees already retired and does not reflect the increase in value of 
overall protection to new employees and their survivors by reason of 
amendments such as those providing benefits for surviving widows, 
widows with dependent children and dependent parents. Recognizing 
these additional benefits, the report then presented an actuarial calcula- 
tion to show the trend in the “relative value of protection” afforded 
by the Railroad Retirement Act. That calculation showed that the 
relative value of employee protection increased 119 percent between 
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1937 and 1951, as compared with an increase in the Consumer Price 
Index of 81 percent. 

Increased annuities made effective since 1951 have further added to 
the value of protection. Between 1951 and December 1958, the Con- 
sumer Price Index has risen from an index of 111.0 for 1951 (1947- 
1949=100) to an index of 123.7 in December 1958, an increase of 11.4 

ercent. On the other hand, according to the Railroad Retirement 
3oard, the full age annuity per year of service, for employee only, 
increased by 19.7 percent, and including spouse annuity, by 20.5 
ercent. 
: Yesterday on the House side Mr. Schoene criticized my statement on 
the ground that some of the annuities were not concurrent but were 
successive, such as survivors, dependent children. The figures I have 
just given here for the employees annuity and for that including the 
spouse annuity, of course, are concurrent annuities that enter into the 
income at the same time. And they are not successive. 

To proceed : Increases in retirement benefits have thus outdistanced 
the increase in the cost of living. The somewhat greater increase for 
the employee-wife annuity is due to spouse annuities awarded under 
the larger social security maximum. This maximum was further 
increased by the social security amendments of 1958. 

The proposal to further increase retirement annuities by 5 percent 
coupled with a rise in the compensation base to $400 rather than $350, 
will further widen the increase in benefits over the cost of living. 
The proposed 5 percent increase in benefits alone would bring the 
percentage increase since 1951 in the single employee annuity to 25.7 
percent, and in the combined employee and wife annuity to 26.5 per- 
cent, as compared with the cost-of-living increase of 11.4 percent. 

Mr. Calhoun will discuss those features of S. 226 which would amend 
the Railroad Unemployment Insurance Act, will show how extreme 
and capricious our present unemployment system is, and will recom- 
mend for your favorable consideration certain amendments that 
should be made in the present act to eliminate certain unjust payments. 

In summary, he will, among other things, recommend that benefit 
and base year definitions be revised, that an employee be required to 
work at least one-third of his base year to qualify for benefits, that 
benefits be equal to 60 percent of pay after tax withholdings instead 
of one-half of gross pay, that strikers and those fired for cause, vol- 
untary quits, etc., be disqualified, and that maternity benefits be elim- 
inated. He will further recommend that a special fund be established 


to finance the payment of sickness benefits, one-half of which would be 
borne by the employees. 


Mr. Calhoun will also show there is no reason to increase the taxable 
base for unemployment taxes which is already $350 per month, whereas 
most State systems are on a base which averages $250 per month. 

It will be clear from Mr. Calhoun’s testimony that there can be no 
justification for providing increased unemployment benefits such as 
proposed by S. 226. 

So, we respectfully request that S. 226 be amended to limit increased 
retirement benefits to an increase of 5 percent, to peg the total tax 
rate at 13.5 percent on taxable payrolls up to $400 per month per 
employee and to incorporate our suggested amendments to the Unem- 


ployment Insurance Act so as as to eliminate the inequities presently 
in that act. 
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I suggest an amendment to the Unemployment Insurance Act so as 
to eliminate the inequities presently in that act. I should say, Mr. 
Chairman, that the sitemmenla to which I have referred, are embodied 
in the provisions of S. 987, which you were kind enough to introduce 
in the Senate. And we would respectfully request that S. 226 be 
amended by substituting the proposed provisions as there set forth. 

Senator Morse. Thank you for your able presentation of your case 
which will be of help in the considerations of the committee in 
executive session. It is helpful to bring together the representations 
of the various sides of the controversy when we consider the subject 
matter of these hearings. You have been very helpful to us. 

Mr. Loomis. Thank you. 

Senator Morse. Mr. Clark. 

Senator CrarK. No questions. 

Senator Morsr. I have two or three questions. 

First, a request for information for whatever value it may prove 
to be worth in the considerations of the committee. I think it is 
always best to have this kind of information in the record because 
if we don’t someone can say, “Why didn’t you take a look at it?” I 
am confident that you will have no objection to supplying it. I think 
we ought to ask the carriers to supply us with a memorandum that 
sets forth the retirement benefits for the executives—this item is 
always raised—so if you would supply us, with a memorandum that 
sets forth the retirement benefits for the executives of the railroads, it 
would be helpful. 

Mr. Loomis. I am not sure that we can do it, Mr. Chairman. We 
have no such information at the AAR. My recollection is that either 
in 1957 or 1958 the Retirement Board supplied some information. 

Senator Morse. We can get it from them. 

Mr. Loomis. We do not have the information at the AAR. 

Senator Morse. Mr. Schreiber, can you supply the committee with 
a memorandum that will set forth the retirement benefits for the 
railroad executives ? 

Mr. Scurerser. I believe, Mr. Chairman, that we did file some sort 
of statement in 1957. I don’t know whether we have additional in- 
formation. If we have it we will bring it up to date. 

(The information follows :) 

RAILROAD RETIREMENT BoOArp, 
Chicago, IUl., February 25, 1959. 
Hon. WAYNE MORSE, 
Chairman, Subcommittee on Railroad Retirement, Committee on Labor and 
Public Welfare, U.S. Senate, Washington, D.C. 

Dear Senator Morse: Attached is the statement you requested of the Board 
on February 18, 1959, during the hearing on S. 226 and S. 978 concerning sup- 
plemental private pension plans for railroad executives. 

Sincerely yours, 
Howarp W. HABERMEYER, 
Chairman. 
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SUPPLEMENTARY PENSION PLANS IN THE RAILROAD INDUSTRY COVERING EXECUTIVE 
EMPLOYEES 


In 1957, at the request of the Subcommittee on Railroad Retirement of the 
Senate Committee on Labor and Public Welfare, the Railroad Retirement Board 
made a study of supplementary pension plans in the railroad industry. This 
was a one-time study and related to plans in effect at the beginning of 1957. 
The following data on supplementary pension plans covering executive employees 
were based on that study. 

Of the supplementary pension plans in effect in-the railroad industry at the 
beginning of 1957, two-thirds were restricted to employees who might be classi- 
fied as executive or management employees. These plans covered some 55,000 
employees, and ranged from those which included all employees on a monthly 
or annual basis to those which listed the officials qualifying for membership. 
The majority of the plans for executives were noncontributory ; that is, the entire 
cost of the plan was borne by the company. Also, in the majority of cases, these 
were the only pension plans of the company. 

The attached tabular comparison summarizes information on the benefit 
formulas and illustrates benefits payable under plans in effect on the 10 largest 
railroads with such plans. These employers account for two-thirds of all em- 
ployees covered by such plans. 

In most of the plans the pension is calculated by multiplying 1 to 1% percent 
of the average monthly earnings in the last 5 or 10 years of service by the number 
of years of service with the company and subtracting the annuity payable under 
the Railroad Retirement Act. The illustrative pensions shown in the table 
are in addition to the railroad retirement employee and spouse annuities pay- 
able. The table does not reflect the effect of various minmum or maximum pro- 
visions or other modifications of the benefit formulas. 








tributory. 


Benefit formula 


1 percent 
base (final 10-year 
average over $300 for 


of earning 


Sum of 1.2 percent of 
years of service before 
July 1955 and 1.5 per- 


Sum of 0.5 percent of first 
$350 and 1.25 percent of 
excess over $350 of aver- 


Item Employer A Employer B Employer C 
ae cinaiidicastal ae H2 - 
Number of employees in 
December 1956: | | 
Total 7 86, 421 81, 340 45, 750 
Covered by plan 13, 877 4, 056 | 1, 750 
Contributory or noncon- | Contributory. _-__- .| Contributory Noncontributory. 
| 
| 





service before July 1954 
and over $350 for serv- 


cent of years of service 
after June 1955 times 


age earnings in 60 high 
months times years of 


ice after June 1954) 10-year average earn- service. 
times years of credita- ings reduced by 85 per- | 
ble service, plus 0.375 percent of RRA an- 
percent(0.35percentper | nuity. 
years 1946-48) of earn- 
ings base times num- j 
ber of years of mem- | 
bership in plan after 
1945, | | 
Illustrative benefits, 30 
years of service: | 
Average monthly | 
earnings: | 
Bs ecccus $154 $120 $203 
$1,000_____. 241 213 296 
$2,000. _.._- 589 583 671 
$3,000... ....... 937 | 954 1, 046 
$4,000____- 1, 285 | 1, 324 } 1, 421 
40 years of service: 
Average monthly 
earnings: i 
750... 199 i 210 270 
$1,000 3lt 333 395 
$2,000 paeeks 759 823 | R95 
eee 1, 207 } 1,314 } 1, 395 
$4 000 1, 655 1, 804 1, 895 
Employees covered by | All other employees, | All other employees, None. 
other plans. noncontributory. noncontributory. 
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Item Employer D 


Number of employees | 
in December 1956: | 
Total ‘ 45, 104 
Covered by plan. 4, 336 | 
Contributory or non- | Noncontributory 
contributory. | 
Benefit formula 1.25 percent of | 
| average earn- | 
ings in last 5 | 
years times 
| years of service 
(not to exceed 


Employer E 


41, 900 
4, 500 
-| Noncontributory -. 


1 percent of aver- 
age monthly 
earnings in last 
10 years times 
years of service 


33, 140 
1, 726 


Employer F 


age monthly 
earnings in 5 
high years times | 
years of service 
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Employer G 


30, 465 
759 


Noncontributory --| Nonconti ibutory. 


age earnings in 
last 120 months 
times years of 
service less RRA 


| 

1.1 percent ofaver-| 1 percent of aver- 
| 
} 














| less RRA an- less RRA an- | annuity. 
40 years) less 85 | nuity. | nuity. 
| percent of RRA | 
annuity. | 
Illustrative benefits; 30 | | 
years of service: | | 
Average monthly | 
earnings: | 
ESS $123 $39 $62 $39 
ND tk oe 217 114 144 114 
MII i nideeriinisdeece 592 | 414 474 414 
$3,000___--. 967 | 714 804 714 
$4,000. ...-.-.- 1, 342 1,014 1, 134 1,014 
40 years of service: | | | 
Average monthly | 
earnings: | 
ee sibecks dail 217 114 144 114 
PEM S.. waideel 342 214 | 254 214 
$2,000. _- 842 614 694 614 
$3,000... 1,342 1,014 1, 134 1,014 
$4,000__- 1, 842 1,414 | 1, 574 1, 414 
Employees covered by | None-......-------- SRNR aicecinde tatds P IN@NO.i5.<<...060<) NeGe. 
other plans. | 
| | 
Item Employer H Employer I Employer J 
} 
seeped taionnian pica 2 aes anaes | ni eee 
Number of employees in | | 
December 1956: 
Total____- sds 25, 206 25, 200 | 24, 915 
Covered by plan_.._-- 2, 849 1, 000 | 2, 025 
Contributory or noncon- | Noncontributory | Noncontributory Noncontributory 


tributory. | 








Benefit formula_....-.-.-- | 35 percent of average 
monthly earnings in 


last 5 years of service 








less 85 percent of RRA | 


1 percent of average 
monthly earnings in | 


last 60 months times 


years of service less | 


| 1.5 percent of average 
monthly earnings in 
last 5 years times years 
of service less RRA 











annuity. | RRA annuity. |} annuity. 
Illustrative benefits, 30 
years of service: | 
Average monthly | 
earnings: 
SRW Sod -aasciecidne $105 $39 $152 
NS isa ctecues 192 114 264 
eee 542 414 714 
| | re 892 714 | 1, 164 
i Sao 1, 242 | 1,014 1, 614 
40 years of service: 
Average monthly | 
earnings: | | | 
igs 5, Sciam 105 114 264 
$1,000_.. eee 192 214 | 414 
DR mS c ning 542 614 1,014 
BR clssavicoson 892 1,014 1, 614 
Rs nttchininesinicwll 1, 242 1,414 2, 214 
Employees covéred by | None None None 


other plans. 





} 





NoTrEe.—Amounts shown are in addition to employee and spouse annuities payable under Railroad Retire- 
ment Act. Computations were made as of Jan. 1, 1959, when maximum railroad retirement employee 


annuity was $186 and maximum spouse annuity was $59.50. 


Retirement annuities based on 40 years of 


service will not be possible until 1977 when the maximum annuity possible under present law will be $260. 
The maximum spouse annuity will be $63.50 beginning February 1960. 
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Senator Morse. Very well. Senator Clark raises the question 
whether the SEC might have that. 

Mr. Loomis. I would very much doubt it, although I am not cer- 
tain. I don’t know of any place where it would center. Of course, it 
will eventually center in the Labor Department. 

At the present time I don’t know of any central place where the 
information is available. I think the Retirement Board did collect 
that by request. 

Senator Morse. Mr. Loomis doesn’t think they have that. The Re- 
tirement Board will obtain for us what they can and the staff will 
proceed to get information from other sources if available. 

Senator Ciark. I am not saying that it is relevant. It may not be 
relevant, but it is, certainly, not secret information. 

Mr. Loomis. As I say, under the new law, as I understand it, even- 
tually they will be filed with the Secretary of Labor. 

Senator Morse. This may be governed by Federal regulations. If 
so, you might supply it by way of memorandum. That will be accept- 
able to the chairman. 

I also know this point is bound to be raised by some member of this 
committee in executive session. There was some discussion a year ago 
of it. That is the problem that I think we discussed a week ago. This 
matter of the working rules was particularly referred to. 

Mr. Loomis. Yes. 

Senator Morse. And the relationship of operating costs to labor 
policies—is it your intention to file in this hearing any material on 
that particular subject ? 

Mr. Loomis. We will be very glad to, Mr. Chairman. 

Senator Morse. I wish you would do so, so that at least we have it 
for reference in the deliberations of the committee. I recognize that, 
basically, collective bargaining governs it. That has been a source of 
controversy among the group for some time. But, nevertheless, it is 
important here when we go into the matter of ability to pay, over and 
above a wage, for a reasonable retirement system. Any information 
you would like to give us on that would be helpful. 

(The supplemental information follows :) 


ASSOCIATION OF AMERICAN RAILROADS, 
Washington, D.C., February 26, 1959. 
Hon. WAYNE Morse, 
Chairman, Subcommittee on Railroad Retirement, 
Committee on Labor and Public Welfare, 
U.S. Senate, Washington, D.C. 


DEAR Mr. CHAIRMAN: When I appeared before your honorable committee on 
February 18, you asked, after a brief discussion of outmoded railroad work rules 
and the relation such rules have to the ability or inability of railroads to pay 
for increased retirement benefits for railroad employees, as reported at pages 
163-164 of the transcrit, this question : 

“Is it your intention to file in this hearing any material on that particular 
subject”? 

I am very glad to supply information pertinent to that subject, and respect- 
fully request that it be incorporated in the record of the hearing. 

In general, such rules are of three principal classes: 

First, are ones that require railroads to employ more people than they need 
or can profitably use for the amount of work to be done. 

Second, are rules that compel retention and perpetuation of work and pay 
standards made obsolete by advancing technology. 

Third, are rules that preempt for the brotherhoods traditional and proper 
management functions of determining (1) the kind and amount of work to be 
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done and who is to do it, and (2) operational policy necessary to obtain the 
most efficient use of plant, equipment, and manpower. 

Counting all three classes, and after allowing for overlapping cost duplica- 
tions, the total annual cost of outmoded work rules is placed by railroads at over 
500 million. 

A prime example of a rule that requires railroads to employ more men than 
they need or can profitably use results from continued employment of firemen 
on diesel locomotives that have neither fires to stoke nor boilers to tend. 

Diesel-powered yard locomotives were operated safely without firemen for 12 
years prior to the 1937 diesel firemen’s agreement, and the first diesel-powered 
streamlined passenger trains also were operated safely without firemen. Since 
1937, self-propelled motorcars and trains comprised of electric rail cars, includ- 
ing those of rapid transit systems such as the Hudson & Manhattan Railway in 
New York and the New York City subway, have operated safely over millions of 
miles without firemen. 

In countries outside the United States, operation of other than steam locomo- 
tives without firemen is common practice. (France, for example, which holds 
the world railroad speed record and is widely noted for excellence of its rail 
service, uses an engineer only on all locomotives except those not equipped with 
“dead man” control.) In Canada, where removal of firemen from freight and 
yard diesels is underway, a royal commission appointed to investigate and 
make recommendations said in its report of December 18, 1957: “Their fune- 
tions have either totally disappeared, as in the case of the production of power, 
mechanical assistance, and inspection, or are a mere duplication of what is 
discharged by another or others, as in the case of the lookout functions per- 
formed by the head-end trainman and the engineman.” (Yard and freight 
diesels were the only classes of service involved in the Canadian investigation. ) 

Continued employment of firemen on diesel locomotives in the United States 
is no more justified than in Canada. Their removal would save in excess of 
$200 million a year. 

Railroads are also required, under operating rules, to employ many trainmen, 
including assistant conductors, ticket collectors, baggagemen, brakemen, and 
flagmen, who are not needed and cannot be used to good advantage. This is 
true in both road and yard service. As in the case of firemen, the many ad- 
vances in technology that have combined to make railroad operation faster, 
safer, and more economical have at the same time reduced or eliminated the 
need for many of the trainmen formerly required. 

So-called excess-crew laws on the statute books of 23 States force unneeded 
employment. In 16 of these States, laws prescribe the precise numbers of 
brakemen or other members of train crews that must be carried on trains under 
varying conditions which the laws set forth. In seven other States, authority 
to compel employment of additional members of train crews is vested in State 
regulatory bodies. 

When handbrakes were the sole means of stopping trains, the need for brake- 
men to race back and forth across the tops of cars setting and releasing brakes 
was apparent. But for many years, brakemen actually have been relieved for 
all practical purposes from performing braking functions of this sort. Instead, 
under the Federal Safety Appliance Act and regulations of the Interstate Com- 
merce Commission, every car must be equipped with airbrakes. 

The brakeman’s job today is to watch to see that all mechanical equipment 
of the train, such as axles, wheels, and rigging, remains in good order and to do 
necessary flagging when the train is at a halt. Laws requiring railroads to hire 
more brakemen than needed, which are based upon conditions when the number 
of brakemen needed was largely determined by the number of cars in a train 
that had to be braked by hand, have no place in modern railroad operation. To- 
day, they are featherbed laws pure and simple, and beyond any doubt they are 
adding greatly and unnecessarily to the cost of producing railroad service. 

In the records of National Railroad Adjustment Board proceedings cases such 
as the following illustrate still another source of rules that require railroads to 
employ more men than they need: 

An eastern railroad paid a maintenance-of-way engineer and fireman to oper- 
ate a steam ditcher on a yard track. But it also had to pay an engine service 
engineer and fireman for not operating the steam ditcher. They just sat by and 
watched. 

One day the maintenance-of-way fireman didn’t report for work, and the 
engine service fireman had to leave his soapbox and do the actual firing. He 
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claimed, and won, an extra day’s pay in addition to his pay for no work. Thus 
he was paid once for not doing the job, and once for doing it—all in the same day 
(NRAB, 1st Div., 10681). 

In the second category of rules (those that compel retention and preparation 
of work and pay standards made obsolete by advancing technology) the prime 
example is one that continues to regard 100 miles or any part thereof as the 
equivalent of a basic day’s work for most members of train crews, although with 
today’s modern diesel locomotives and high-speed trains, 100 miles (150 miles in 
the case of passenger conductors and trainmen) is many times only 2 hours’ 
work or less. 

Between New York and Washington, for example, where the round-trip dis- 
tance is 452 miles and the round-trip running time of fast passenger -trains is 
less than 8 hours, engineers and firemen receive 4%4 basic days’ pay for actual 
train running time of less than a standard 8-hour working day. Similar situa- 
tions, with only the figures changed, exist on various passenger runs all over the 
United States. 

The following table shows to what extent the increase in train speeds since 
1922—an increase made possible by advancements in technology such as diesel- 
ization, modern signal and communications systems, centralized traffic control, 
radio, heavier and stronger rail, and reduced grades and curves—has reduced 
the number of hours required on the average for various classes of railroad op- 
erating personnel to earn a basic day’s pay : 


Average number of hours of work required to earn a basic day’s pay 
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The manner and degree to which increased train speeds and improved tech- 
nology have inflated the pay of operating employees, through reducing the 
number of hours they work, is further evident in the fact that road passen- 
ger engineers, road passenger firemen, and road freight enginemen, in that 
order, fill the first three positions among all 128 classes of railroad employees 
on the hourly pay rate roster. Executives, officials, and assistants, who tradi- 
tionally have received the highest rate of pay, have today fallen from that 
position and now rank fourth. 

Rules that infringe upon the rightful authority of railroad management to 
make decisions of operational policy (the third category) include (1) those 
that prohibit even the slightest departure from the general principle that yard 
work shall be done by yard employees and road work by road employees and 
(2) those that interfere with the right and responsibility of management to 
change, adjust, or adapt roalroad operations so as to keep them constantly 
attuned to changing requirements and changing conditions. 

As the result of a precedent-setting decision of the National Railroad Adjust- 
ment Beard (NRAB, ist Div. 17377), a road employee assigned to move his train 
a distance of some 40 car lengths in a freight yard claimed, and received, in 
addition to his pay for road work, a basic day’s pay at yard rates. Moreover, 
the Board's decision awarded an extra day’s pay to the yard crew, which it 
said should have been employed to do the work. 

In another decision (NRAB, 1st Div., 16608), the Board held that the same 
reasoning should apply in a reverse situation involving the use of a yard em- 
ployee to perform work on the road. It awarded a yard crew an extra day’s pay 
at road rates for a round-trip of 4 miles made to free a train that was snow- 
bound, and awarded a road crew still another day’s pay for not doing the 
work which the Board said it should have been employed to do. 
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Such cases stand rigidly as precedents, against which even the slightest 
flexibility in making interchangeable use of road and yard employees is im- 
possible, except at penalty rates of pay. Although the effect of some of these 
decisions and rules has been modified by agreements that provide arbitrary 
rates which reduce the amounts of extra pay required, the total cost to rail- 
roads of the prohibition against their making interchangeable use of yard and 
road employees adds many millions of dollars to the cost of producing railroad 
service. 

Additional costs result from the rigid mileage limitations placed upon distances 
trains may run without crew changes. These limitations were established 
in the early days of steam locomotives when long-distance runs, now entirely 
practicable with diesel locomotives, were impossible, due to the more frequent 
needs of steam locomotives for servicing, refueling, and water. Dozens of crew 
terminals continue to be maintained at distances of one hundred or so miles 
apart, and hundreds of trains continue to have their crews changed at division 
and seniority boundaries. Sheer prudence and sound business judgment long 
ago suggested abandonment or consolidation of many crew terminals and estab- 
lishment of numerous interdivisionl and interseniority runs. But the old 
order remains. 

Such in brief is the documented record of some of the outmoded work practices 
that add over $500 million a year to railroad costs. Even without imposition 
of costly and unwarranted additional retirement benefits proposed for railroad 
employees, such practices threaten the ability of railroads to continue as 
privately owned and operated business enterprises. 

This letter would not be complete without some reference to the studies of 
public authorities who have investigated the situation on railroads and made 
known their findings. 

Emergency Board 109, appointed in the so-called Conductors Graduated 
Rates Case, said in its report of March 25, 1955: “The fact that the railroad 
wage rate structure, for operating classifications, has received no comprehensive 
review for more than 30 years, and no systematic study for almost 20 years (as 
of 1955), alone suggests that it may well be obsolete and ill-designed for a 
modern railroad system.” ‘The report added: “If the railroads are to main- 
tain a strong place in the intense competition among transportation industries, 
their obsolete wage structure must be carefully reviewed and revised.” 

The National Resources Planning Board, in a report entitled ‘Transportation 
and National Policy,’ dated May 1942, observed: “Much restrictive regulation 
pertaining to railroads has been placed on the statute books, purportedly in 
the interest of safety and service, but which actually interferes with both, and 
which serves only the objective, quite apparent from a study of the legislative 
proceedings, of adding unnecessary jobs to payrolls * * *,” 

In 1952, a special committee appointed by the National Association of Rail- 
road and Utilities Commissioners found outmoded make-work rules on rail- 
roads to be a major contributing factor in the rapidly increasing railroad passen- 
ger deficit and the decline of railroad passenger service. Its report, which was 
adopted by the full association in a meeting at Little Rock, Ark., on November 
11, 1952, commended : 

“For many years, wage agreements between the railroads and the enginemen 
have contained scales of pay graduated according to the weight on drivers 
of locomotives operated. Thus as the carriers have sought to reduce per-car- 
mile expenses by operating longer trains with heavier motive power, they have 
been confronted with automatic wage increases for the enginemen. 

“The vast increases in train speeds made possible by improved equipment 
and roadway have also tended to increase the daily earnings of operating 
employees. 

“Tt is a practice of the operating brotherhoods to limit the mileage a member 
employee can run in road service in a month. Generally, regular passenger 
train enginemen and firemen are permitted to make no more than 4,800 miles 
each month, and passenger trainmen are subject to a maximum generally not 
exceeding 6,600 miles per month. 

“The earnings of individual employees are therefore limited by these mileage 
restrictions under which an employee can frequently receive his maximum al- 
lowed monthly earnings within 15 working days, or less. The wages paid by 
the railroads, however, for keeping a train and engine crew in service daily 
are not affected by these mileage limitations, except that unemployment and 
retirement taxes are increased slightly. Thus the cost to the railroad of keeping 
an engineer, for example, on a certain run for a month may be more than 
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twice the earnings of any engineman employed on that run due to the limitations 
imposed upon the monthly earnings of individual employees. 

“In many instances the number of men in a train crew is governed either 
by State full-crew laws or by labor agreements rather than by the requirements 
of the operation in question.” 

I should mention, finally, the findings and observations of the Senate Com- 
merce Subcommittee under Senator George A. Smathers whose investigation of 
the “deteriorating railroad situation” in 1958 preceded passage of the Transpor- 
tation Act of 1958 and other measures of an emergency nature. The subcom- 
mittee’s report dated April 1958 said, ““‘There should be reappraisal of the entire 
railroad labor situation in the light of the present plight of the railroads.” This 
is necessary, the report continued, “because the number and kind of jobs held by 
the membership of the railroad labor unions is inextricably intertwined with 
the economic welfare of the railroad industry. The problems of the two groups 
are mutual problems.” 

The report added: “The subcommittee urges that railroad labor cooperate 
in proceedings designed to strengthen the economic position of the railroads.” 

I submit in all candor that provisions of 8S. 226 are not designed to strengthen 
the economic position of the railroads. Rather, if enacted into law, they can only 
undermine further a position already seriously endangered by a burden of over 
$500 million a year in excess costs imposed by outmoded work rules. 

Attached to this letter is a copy of the speech I delivered to the annual meet- 
ing, National Association of Shippers Advisory Boards in St. Louis on February 
11. Particular attention is invited to the comments I addressed in that speech 
to our railroad workers. I emphasize again that those comments were not 
and should not be construed as an attack on railroad labor. There is no more 
able or conscientious work force in any industry in the Nation. My target was 
rather the deadly rules railroadmen work by—rules which impose harsh limits 
on their creative ability and output and which, ironically, undermine the very 
jobs they were meant to protect. 

More than 500,000 railroad jobs have been lost since the end of World War II. 
Unless railroad labor and management and representatives of the public work 
out sound solutions to both the internal problems of outdated work rules and 
the external problems of discrimination in governmental treatment of the various 
forms of transportation, more thousands of jobs will be lost. 

I firmly believe that “‘make work” destroys work. An end to such restrictive 
practices would cut operating costs, streamline service, and make railroads more 
competitive in attracting new business. This would open the way toward more, 
not fewer, employment opportunities on the railroad. Rather than trying to 
freeze job levels in a weakened industry, it would seem that a more sensible 
course for rail labor leaders would be to concentrate on ways of helping rail- 
roads regain strength, expand business, and create new prosperity—not only 
for railroads but for all the Nation. 

If we can attain these goals, we will be on our way to a new era in rail- 
roading—a new era of vigorous growth and unprecedented levels of transporta- 
tion service to our dynamic America. 

Sincerely, 
D. P. LooMIs. 


Excerpts from address, “Year of Decision: Clear Track or Crisis?” by Daniel P. 
Loomis, president of the Association of American Railroads, before the National 
Association of Shippers Advisory Boards at St. Louis, Mo., on Wednesday, 
February 11, 1959 


“Wasteful and burdensome work rules—commonly known as featherbedding— 
hang like an economic albatross around the neck of American progress.” 

“A sick industry means a sick economy. And sick railroads mean a national 
calamity. It could not be otherwise with an industry pumping $10 billion a year 
through the economy’s bloodstream.” 

“Featherbedding is a handmaiden of the ruinous inflationary spiral.” 

“The elimination of $% billion a year in wholly nonproductive make-work 
and featherbedding in the railroad industry would represent a tremendous con- 
tribution to the fight against inflation. For nothing is more inflationary than pay 
for work not done, for services not performed, for goods not produced.” 

“Featherbedding gnaws insidiously at our competitive position and ulti- 
mately destroys the very jobs it seeks to protect—both for railroaders and all 
those who depend on railroad purchases.” 
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“A half million railroad jobs have been lost in the last dozen years. Unless 
we solve our internal and external problems, more thousands of jobs will go down 
the drain.” 

“I am not attacking railroad labor—I am, however, attacking and con- 
demning the deadly rules our workers must work by—rules which limit 
their creative ability and their output and detract from their dignity; rules 
which are thoroughly un-American in concept and economically destructive 
in practice.” 

“Our goal boils down to this simple, reasonable objective: A fair day’s work for 
a fair day’s pay.” 

“If we can attain this goal, and if we can couple it with forceful, effective ac- 
tion on the public-policy scene, we will be on our way to a wholly new era in 
railroading, a new era of vigorous and lusty service to our growing America.” 

“In these times of upheaval, America cannot afford the luxury of labor- 
management discord in a vital industry. Nor can it tolerate work stoppages and 
the inexorable grinding down of the economy that would come if train wheels 
stop turning.” 

“It is time to face up to the possibility of tie-up—and time to take forthright 
action to meke sure it does not happen.” 

“T therefore propose that leaders of the train operating brotherhoods join 
with railroad management in asking President Eisenhower to name a non- 
partisan group of distinguished citizens to study this whole question.” 

“Both the brotherhoods and management need help. And we cannot shrink 
from seeking it. The American people themselves have too much at stake on 
the outcome. In return we will express our gratitude in the rebuilding of a 
great industry, in new achievement and in new benefits for all the Nation.” 


YEAR OF DECISION : CLEAR TRACK OR CRISIS? 


(Address of Daniel P. Loomis, president, Association of American Railroads, 
before the annual meeting of the National Association of Shippers Advisory 
Boards, St. Louis, Mo., February 11, 1959) 


Gentlemen, we meet again in a time of continued economic uncertainty 
here at home and of undiminished political tension abroad. We meet as 
partners in the great drama of production and distribution that is America’s. 
We meet to reaffirm our faith in the lasting spirit of cooperation between 
you shippers, who represent America’s vast productive might, and the rail- 
roadmen whose sweeping transportation facilities form the vital base for our 
rising standards of living. 

As we work together, so are our fortunes linked together. And so also 
are the fortunes of all America reflected in our activities. We prosper to- 
gether. And when one of us suffers, the Nation suffers. A sick industry 
means a sick economy. And sick railroads mean a national calamity. 

It could not be otherwise with an industry pumping $10 billion a year through 
the economy’s bloodstream, that employs nearly a million Americans 
whose purchases of materials and new equipment intimately affect the 
jobs of another million workers in supply industries, whose stocks and 
bonds are held by still another million people, whose trains carry 400 
million passengers a year, and whose freight cars are the great burden 
bearers of the Nation, bringing us the food we eat, the clothes we wear, the 
fuel we burn and all the other things we use in our daily home and work 
life. 

Yet I am here today not to dwell on our problems, but to hold out new 
hope of recovery for a seriously afflicted industry, new hope for a brighter 
day in transportation for Americans everywhere. I hold out hope of healthy 
and vigorous railroads, making rising contributions to the Nation’s economic 
vitality and national security, and spreading greater prosperity outward to 
all businesses and to all America. 

There are challenging horizons before us. This is the most exciting and 
promising era in all of transportation’s history. Almost daily miracles are 
performed by transportation men of vision. The world is preparing to con- 
quer outer space. We fire missiles and satellites into the heavens and 
stand on the threshold of a wholly new form of transportation. 

But what an ironic and devastating failure in human progress if we con- 
quer space, only to become mired down and earthbound on the world we live 
in. How empty will be the glory of landing on the moon. 
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If you are tired of hearing about railroad troubles, I ean assure you that 
the railroads are tired of telling you about their troubles. We are sick of 
being the problem child of the American economy. But let us be realistic; 
let us all, everyone everywhere, get sick and tired for once over the causes of 
those troubles. Let us come to iron grips with those causes. f 

Only then can railroads regain their rightful place in the national economy. 
And by that, I don’t mean rising from a sickbed to a wheelchair. I mean 
becoming a healthy, vigorous, progressive railroad industry again, making the 
vital contributions to an expanding America that our citizens have a right to 
expect. The railroads intend to fight toward that goal, and we ask for your 
help, and the help of all thoughtful Americans. 

The results will be worth the effort. Railroads have woven a marvelous 
new pattern of facilities out of a postwar investment of $14 billion. This 
private capital spending, made in the face of the most forbidding obstacles, 
has changed the face of railroading and provided greatly improved service 
at low costs for producers, consumers, and the whole country. 

Yet this is only the beginning. Modern railroading has enormous undeveloped 
potentials. Given a real chance to earn a decent living and rise to their full 
potentials, the railroads can and will give the Nation wonderful new levels of 
streamlined service and provide a vibrant nucleus for a dynamic American 
economy. 

This is the choice before us, before you, before America. It is the Nation's 
decision as much as it is ours, for the railroads, acting alone, cannot possibly solve 
the crushing problems of discrimination that have grown up in public transpor- 
tation policies over the past half century. 

A start was made toward solution last year in passage of the Transportation 
Act of 1958 and repeal of the price-inflating Federal excise tax on freight ship- 
ments. But you know, as do we, that much more remains to be done. Before 
us now lies the tougher, yet much more meaningful and rewarding job to be 
done on the deep-down roots that are tapping the industry’s strength and spread- 
ing its weakness throughout the economy. 

It is imperative that the Nation get on with this job of putting some realism 
into Government’s transportation policies. America’s railroads cannot resume 
their rightful position and make their fullest contribution under a policy which 


bleeds off rail revenues through blinding taxes, then applies these to the subsidy 


and promotion of competing carriers. This is a sorry way to run a railroad. In 
fact, I don’t think the Nation could have created any better way to ruin the 
railroads if it had set out purposely to do so. 

While railroadmen are going to fight as never before for a solution to such 
public policy problems, this, even when successful, will not alone give us the 
clear track to greater progress which is our country’s privilege. There is another 
area of festering and cancerous growth which must be cleaned out before our full 
potential can be reached. In this area lies the opportunity for great progress 
with consequent benefits to labor, management, shareholders, shippers, and, 
indeed, the entire American economy. 

I refer now to the wasteful and burdensome work rules—commonly known 
as featherbedding—which hang like an economic albatross around the neck of 
American progress. Rooted in the horse-and-buggy era of 40 and more years ago, 
the work rules have remained fixed and inflexible while the industry made enor- 
mous strides in technical improvement. These oytmoded rules now constitute 
an immediate drain on the industry in excess of $500 million annually and, 
equally important, act as a deterrent to further progress, as a job depressant and 
a barrier to advancement to the men and women employed in our industry. 

Imagine, if you will, what half a billion extra dollars a year could mean if 
plowed into repair work. The backlog of bad-order cars would evaporate and 
vast numbers of laid-off men put back on the payroll. Or think of what such 
a volume of additional investment in modernization could do to railroading— 
and what it could mean to our customers, our suppliers, and to the national 
economy. 

Featherbedding by any definition is a net loss to all America. 

It puts pressures on our rate structure and bids up prices to all consumers. 
It is a handmaiden of the ruinous inflationary spiral. 

It helps impoverish and weaken the railroads, means fewer returns to investors, 


or a virtual freezeout of the new equity capital needed to expand and improve 
plant. 
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It gnaws insidiously at our competitive position and ultimately destroys the 
very jobs it seeks to protect—both for railroaders and all those who depend on 
railroad purchases. 

So I say that for the good of all America, something drastic must be done about 
this destructive growth. And 1959 is the year of decision. A 3-year-old agree- 
ment to postpone revisions in working rules expires on October 31. This poses 
great opportunity for both labor and management to break out of these chains to 
the past. 

But let me bring this subject down to specifics and show what featherbedding 
really is. The practice is concentrated among certain classes of train operating 
positions, which account for about one-fourth of total employment. The three 
most damaging areas are as follows: 

First is the antiquated mileage-day pay system which siphons off virtually 
all the benefits from modernized motive power and stepped-up train speeds. 

Second are the towering jurisdictional walls that stand rock-hard in the path 
of streamlined service—the claim-to-work rules that ban road crews from work- 
ing in yards and bar train crews from crossing district and seniority boundaries. 

Third are the senseless requirements for useless crewmen on trains and other 
equipment—for firemen who tend no fires and extra brakemen who handle no 
brakes. 

The dual mileage-day pay standard is itself a glaring anachronism. While 
modernization sweeps ahead throughout the railroad structure, this 40-year-old 
work rule clings like a leech to the carriers’ body, draining away its lifeblood. 
Simply stated, it provides that when locomotive and freight-train crewmen cover 
100 miles, they must get a basic day’s pay. Passenger trainmen put in 150 miles. 

One doesn’t have to be a railroad expert to see what is wrong with such a 
system. When standardized in 1919, it had a perfectly reasonable basis. That 
was the day of the plodding steam locomotive, the model T and the wheezing 
biplane. A run of 100 miles in freight service did indeed take about 8 hours’ 
time. And a run of 150 miles in passenger service required 744 hours. 

But those times are now ancient history. Along came great improvement pro- 
grams—streamlined diesel locomotives, electronic traffic-control systems, faster 
rolling stock and straighter, freer right-of-way. Freight and passenger train 
speeds nearly doubled. 

Yes, railroading changed as all America changed, but the old rules did not. 
They remained as inflexible as a rock. And the modernized iron horse remained 
tied to a 1919 hitching post. 

Employees on passenger and through-freight trains found themselves complet- 
ing runs in up to half the time formerly required. On some of the choice “red 
apple” runs where train speeds exceed 75 miles an hour, a basic day’s wages are 
earned in less than 2 hours. 

Look briefly at what-happens when train speed rises within-this fixed workrule 
frame. A passenger train now covers the 900 miles between New York and 
Chicago in about 16 hours. But the railroad by no means pays just 2 days’ pay 
for the engineers’ services. No; the carrier must pay over 9 basic days’ pay for 
each crew position on the 16-hour run. 

Or move on westward to another fast run. A train covers the 1,034-mile trip 
between Chicago and Denver in 16% hours. Again, the payout is not for 2 days’ 
pay, nor even for 9. The carrier’s costs equal a total of 1014 basic days’ pay for 
each engine-crew position. By contrast, a busdriver generally works a full 
8 hours for his day’s pay. 

This system is so self-destructive that I doubt if one could have devised any- 
thing more likely to kill off its practitioners. As railroads step up train speeds 
and streamline service, these restrict-the-work rules rake off virtually every 
dollar of benefit that results. Little remains for other employees—and nothing 
remains in the way of price reductions for customers and dividends for share- 
holders. Modernization thus carries a built-in penalty. It becomes a curse 
instead of a blessing. 

How long can the railroad business withstand such bloodletting? How long 
can the great majority of rail employees tolerate such obstacles to their own 
advancement? How long will our customers countenance accompanying up- 
pressures on our prices? The future of this vital industry rides on the answers. 

At the same time revision is made in the old dual pay system, something must 
also be done about the rigid lines drawn between the kinds of work each group 
of employees will do. These separations hit the railroads and the general pub- 
lic especially hard because they pose invisible blocks on what should be a free 
and open track. For instance, we generally cannot run one train crew through 
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a division change point, because rules say that employees within each walled-in 
division have the right to man all trains in that area. This may have made 
sense when steam locomotives covered only 100 miles or so and took a crew’s 
entire workingday. 

But it makes no sense now. That New York-Chicago passenger train I cited 
awhile ago has to stop and change engine crews seven different times along 
the way. That Chicago-Denver run requires eight different engine crews, each 
putting in an average of about 2 hours. And think what time is lost changing 
crews and cabooses on piggyback and hot-shot freights. The system practically 
invites competition, not so burdened, to nibble away at our traffic. 

High walls also loom between road and yard crews, with each forbidden to 
work in the other’s domain except at grave penalty to the railroad. This can 
even lead to a railroad’s paying three times to get one thing done. For example, 
in one referee’s interpretation of the rules, a yard employee was awarded an 
extra day’s pay for working a few minutes on line outside the yard limit, while 
a road employee got a day’s pay for work he did not do but claims he should 
have done. That’s 3 days’ pay for one task—2 for the yardman, 1 for the 
roadman. 

In another instance, the rules forced payment of an extra day’s pay to a road 
freight engineer for moving his train a few car lengths in a freight yard—the 
job claimed under the work rules to belong to a yard engineer. 

A yard crew making a 4-mile round trip to help a freight train through 
snow got extra pay for 100 miles of road service. 

Can you think of a faster way to go broke? How long can the Nation’s 
economy bear such a deadly drag? Here is a system geared to inefficiency and 
bungling, to delays in moving your shipments, to the most indefensible waste. 
We cannot continue to carry such a backbreaking load. And neither can you 
or the public. 

Now look for a moment at that classic featherbedding rule—one which places 
unneeded men on trains just for the ride—excess baggage which displaces and 
preempts the jobs of truly essential railroaders. Hoary-headed, coal-burner 
rules still require an inflated number of men on trains and self-propelled pas- 
senger cars and work equipment. These surplus men may have been truly 
needed long ago, but no more. 

The position of diesel firemen is a case in point. They once shoveled mounds 
of coal into giant steamers and were among the hardest workers on the rail- 
roads. Now, as stated by the neutral members of arbitration case 140, “the 
change from steam to diesel power left little or nothing for the fireman to do.” 

Canada has demonstrated the high statesmanship required to deal with this 
problem. When negotiations on the status of firemen reached a deadlock be- 
tween the Canadian Pacific Railway and the firemen’s brotherhood, the Gov- 
ernment appointed a royal commission of outstanding Canadian citizens to 
investigate. After months of study and hearings, the commission handed down 
its historic decision just a little more than a year ago. It found the fireman’s 
position on diesel engines in either freight or yard service wholly unnecessary. 
At that stage of the controversy, no other classes of service were a part of the 
disputed issue. 

The fireman’s functions, the commission concluded, “have either totally dis- 
appeared, as in the case of the production of power, mechanical assistance and 
inspection, or are a mere duplication of what is discharged by another or others, 
‘as in the case of the lookout functions performed by the headend brakeman and 
the engineman.” 

The commission, significantly, was not impressed with arguments that firemen 
are necessary for safety reasons. It made on-scene studies of train operations 
without firemen on this continent and in Europe and found their safety expe- 
rience comparable to operations with firemen. I might add that overall rail- 
roading is no different here from the system across our northern border. Can- 
ada has shown the way toward truly modernized train employment. The 
lagging United States can do no less than catch up. 

The telling burden this type of “make work” imposes on the industry can be 
measured in the annual cost of unnecessary firing jobs on U.S. railroads. This 
amounts to more than $200 million. Rules and regulations forcing use of other 
unneeded men bleed off another $90 million. 

Imagine for a moment how much savings of that magnitude would mean to 
the public in the way of healthier railroads, more purchases, and supplier jobs— 
and more jobs on the railroads themselves as they get back on their feet. 
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Now all I have said up to this point proves just this: Even the most reason- 
able work standard must in time become wholly unreasonable unless improved 
and tailored to match changing conditions. And no one can deny that revision is 
long overdue in railroading. That fact has been attested to by the highest 
authorities who have investigated the problem, including representatives of 
the Congress, Presidential emergency boards, the Interstate Commerce Com- 
mission, and State regulatory bodies. It is also significant that enlightened 
labor leaders in almost all other segments of industry recognize that job-output 
standards must keep pace with changes in technology and employee performance. 

Actually, fair reassessment and revision of these ancient work standards are 
all the railroads seek. Our goal boils down to this simple, reasonable objective : 
A fair day’s work for a fair day’s pay. 

If we can attain this goal, and if we can couple it with forceful effective 
action on the public-policy scene, we will be on our way to a wholly new era in 
railroading, a new era of vigorous and lusty service to our growing America. 

Whoet we do now can mean final recovery of the iron horse from its chronic 
sickness. I don’t mean just halfway recovery to another limping in-between 
stage—but all the way, to full strength and new growth. This hard vision and 
practical promise are ours if we will but reach out to seize it. 

Let me also add a strictly personal comment. I did not become president of 
the Association of American Railroads to nurse this proud industry through its 
last illness. Railroads remain critically ill, but they have started on the road 
back and they have strong leadership throughout the country which is determined 
on a program of affirmative action to cure their ills. We are not going to be 
content with halfway measures. And we shall seek the help of all individuals 
and groups with the good sense to see what is at stake in this great effort. 

Now I want to make one point crystal clear. I am not attacking railroad 
labor. There is no more able or conscientious work force in any industry in the 
Nation. I am, however, attacking and condemning the deadly rules our workers 
must work by—rules which limit their creative ability and their output and 
detract from their dignity; rules which are thoroughly un-American in concept 
and economically destructive in practice. 

If railroad labor leaders were with us today, I would plead for them to join 
us here in forging this new era of growth and greatness. A half-million railroad 
jobs have been lost in the last dozen years. Unless we solve our internal and 
external problems, more thousands of jobs will go down the drain. No labor 
lender wants that. And neither does any railroad official. 

So I urge our brotherhoods to act with us to help reverse this disastrous trend. 
Let’s wine out featherbedding. Let’s stop paying men for work they don’t do. 

Let’s stop dissipating our lifeblood in frustrating clashes over rules everyone 
recognizes as unsound and unfair. 

Let’s stop arguing over who will get the biggest share of a reeling industry's 
dwindling income and turn our eyes and hearts to ways to regain strength, 
exnond business, and divide the fruits of new-found prosperity. 

To our workers, I say, this is your great hope for the future. It is your only 
hone. It is also America’s great hope to get the strong railroads it needs for the 
normal demands of commerce and the unprecedented demands of war emergency. 

Let me illustrate this overriding public interest in wiping out featherbedding 
with just two specifics : 

First, the peace of the world—and the continued freedom of our own country 
and all other free nations—is utterly dependent today on the continued strength 
and resources of America. The military mobility of our Nation, in event the 
cold war ever suddenly fiares into a hot war, is of transcending importance. 

In World War ITI the railroads were called upon to handle over 90 percent 
of military freight and 97 percent of all organized movements of military per- 
sonnel. This is an achievement of which all of us in transportation have a right 
to be proud. But we must also be deeply disturbed over the fact that the rail- 
roads do not now have the equipment and capacity to handle the military pas- 
senger volume imposed on them in the last war. It is also a blunt fact, which we 
cannot afford to ignore, that under the conditions of World War II, highway 
and air transport would be entirely inadequate to carry the load. Reliance would 
have to be placed on the railroads. Full recovery of the railroad industry is of 
paramount security importance to the American people. 
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Second, President Eisenhower, in his annual economic message to Congress 
last month, called for an all-out national campaign to halt inflation. He warned 
that the United States can become increasingly prosperous only if it holds the 
line against price increases, and called upon labor, businessmen, and consumers 
to join the Government in a drive to achieve “inflation-free, sustainable growth.” 
Wage gains that outrun increases in industry’s productivity were singled out 
as a primary cause of higher prices. 

The elimination of half a billion dollars a year in wholly nonproductive make- 
work and featherbedding in the railroad industry would represent a tremendous 
contribution to the fight against inflation. For nothing is more inflationary than 
pay for work not done, for services not performed, for goods not produced. 
Featherbedding goes hand in hand with the high and rising cost of living. 

Then we must recognize still a third and more pressingly immediate symbol 
of the public interest. In these times of upheaval, America cannot afford the 
luxury of labor-management discord in a vital industry. Nor can it tolerate 
work stoppages and the inexorable grinding down of the economy that would 
come if train wheels stop turning. 

The Nation has just emerged from serious trouble resulting from strikes in 
air transportation. I do not belittle that trouble when I say that what we 
have seen is but a token of the economic disruption and personal hardship a 
railroad tieup would bring. So while we seek labor’s earnest cooperation in 
preventing full-scale crisis, we cannot bury our head in the sand. It is time to 
face up to the possibility of tieup—and time to take forthright action to make 
sure it does not happen. 

I, therefore, propose this first step toward solving the problem of feather- 
bedding on the railroads: That leaders of the train-operating brotherhoods join 
with railroad management in asking President Eisenhower to name a nonpartisan 
group of distinguished citizens to study this whole question. 

Such a special commission should go to work immediately, well in advance 
of any transportation crisis, preparing an independent and objective appraisal 
that will protect the welfare of our country, the solvency of the railroad indus- 
try, and the security of its workers. 

We all recognize what exceedingly heavy burdens are carried by the Presi- 
dent, and none of us would unnecessarily add to these responsibilities. We feel, 
however, that our urgent request is justified because of the transcendent national 
significance of a sound solution to the featherbedding problem. 

Accordingly, I am sending today a letter to the leaders of the operating 
brotherhoods, asking them to join with me and other railroad executives in 
requesting Presidential action on a commission. Labor can do the Nation— 
and itself—no greater service than to join us now in seeking the Government's 
help in laying a basis for sound, new work standards in the railroad industry. 

The job of breaking the featherbed chains around our industry is going to 
be the most difficult labor issue ever faced in railroading. Both the brother- 
hoods and management need help. And we cannot shrink from seeking it. The 
American people themselves have too much at stake on the outcome. Only 
through the wholehearted cooperation of management, labor, and public leaders 
can we hope to free the Nation from the wastes of featherbedding and from 
the multiplying penalties of a weakened industry. 

In elosing, let me say again to you shippers and to all America that railroad- 
men know only too well that the road back for our industry is a rugged one— 
but we intend to leave nothing undone to regain our place as a dynamic, pro- 
gressive business. During the months ahead when this crucial issue is being 
decided, we will need your warmhearted support and understanding. In return, 
we will express our gratitude in the one way you will understand best—in the 
rebuilding of a great industry, in new achievement and in new benefits for all 


the Nation. 
Senator Morse. In the last issue of the Traffic World—I was looking 

at it last night—there is some reference to the problem. It will be 

placed in the record at this point. And I am probably going to refer 

to that in some of our executive sessions. 

Mr. Loomis. That will be a pleasant surprise. 
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(The article referred to follows :) 


{From the Traffic World—‘“The Week in Transportation,”’ Feb. 14, 1959] 


RaAILroaps As Five “Ops” To Jorn IN MOvE For SoLuTIon oF “FEATHERBEDDING” 
PROBLEM 


ADDRESSING SHIPPER BOARD ASSOCIATION, D. P. LOOMIS, HEAD OF AAR, PROPOSES 
CREATION BY PRESIDENT EISENHOWER OF COMMISSION TO STUDY MAKE-WORK RULES 
THAT ADD OVER $500 MILLION A YEAR TO RAIL COSTS 


Daniel P. Loomis, president of the Association of American Railroads, an- 
nounced in a speech in St. Louis, February 11, that he was dispatching, that day, 
a letter to the leaders of the rail-operating employee unions asking them to join 
with him and other rail executives in requesting the appointment by President 
Eisenhower of a special commission to study “the wasteful and burdensome work 
rules, commonly known as featherbedding.” 

In a press release about Mr. Loomis’ speech, which was delivered at the con- 
vention of the National Association of Shippers Advisory Boards, in the Sheraton- 
Jefferson Hotel, the Association of American Railroads described Mr. Loomis’ 
proposal as the first step taken by railroad management to rid the railroad 
industry of “make-work featherbedding practices which cost the public more than 
$500 million annually.” 

After calling “featherbedding” a “destructive growth” which “gnaws insidi- 
ously at our competitive position and ultimately destroys the very jobs it seeks 
to protect—both for railroaders and all those who depend on railroad purchases,” 
Mr. Loomis said that 1959 was “the year of decision” with respect to the feather- 
bedding problem, since a 3-year-old agreement to postpone revisions in working 
rules would expire on October 31. 


Transportation and new hope 


Before taking up the subject of “featherbedding,’ Mr. Loomis said it was not 
his purpose to dwell on the railroads’ problems, but to “hold out new hope of 
recovery for a seriously afflicted industry—new hope for a brighter day in trans- 
portation for Americans everywhere,’ Continuing, he said: 

“T hold out hope of healthy and vigorous railroads, making rising contributions 
to the Nation’s economic vitality and national security, and spreading greater 
prosperity outward to all businesses and to all America. * * * 

“If you are tired of hearing about railroad troubles, I can assure you that the 
railroads are tired of telling you about their troubles. We are sick of being the 
problem child of the American economy. But let’s be realistic. Let’s all—every- 
one, everywhere—get sick and tired for once over the causes of those troubles. 
Let’s come to grips with those causes. 


“We ask for your help 


“Only then can the railroads regain their rightful place in the national economy. 
And by that, I don’t mean rising from a sickbed to a wheelchair. I mean 
becoming a healthy, vigorous, progressive, railroad industry again, making the 
vital contributions to an expanding America that our citizens have a right to 
expect. The railroads intend to fight toward that‘goal. And we ask for your 
help—and the help of all thoughtful Americans. 

“The results will be worth the effort. Railroads have woven a marvelous 
new pattern of facilities out of a postwar investment of $14 billion. This private 
capital spending, made in the face of the most forbidding obstacles, has changed 
the face of railroading and provided greatly improved service at low costs for 
producers, consumers, and the whole country. 

“Yet this is only the beginning. Modern railroading has enormous undeveloped 
potentials. Given a real chance to earn a decent living and rise to their full 
potentials, the railroads can and will give the Nation wonderful new levels of 


streamlined service and provide a vibrant nucleus for a dynamic American 
economy * * *.” 


Public policy problems 


Then, after touching on the “start” he said had been made toward solution of 
rail problems through passage of the Transportation Act of 1958, and on current 
railroad attempts to obtain solution of such “public policy problems” as subsidy 


and promotion of competing carriers, Mr. Loomis delved into his discussion of 
“featherbedding,” as follows: 
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“There is another area of festering and cancerous growth which must be 
cleaned out before our full potential can be reached. In this area lies the oppor- 
tunity for great progress with consequent benefits to labor, management, share- 
holders, shippers and, indeed, the entire American economy. 

“I refer now to the wasteful and burdensome work rules—commonly known 
as featherbedding—which hang like an economic albatross around the neck of 
American progress. Rooted in the horse-and-buggy era of 40 and more years 
ago, the work rules have remained fixed and inflexible while the industry made 
enormous strides in technical improvement. These outmoded rules now con- 
stitute an immediate drain on the industry in excess of $500 million annually 
and—equally important—act as a deterrent to further progress, as a job depres- 
sant and a barrier to advancement to the men and women now employed in 
our industry. 

“Imagine, if you will, what half a billion extra dollars a year could mean if 
plowed into repair work. The backlog of bad-order cars would evaporate and 
vast numbers of laid-off men put back on the payroll. Or think of what such 
a volume of additional investment in modernization could do to railroading—and 
what it could mean to our customers, our suppliers, and to the national economy. 


“Net loss to all America 


“Featherbedding by any definition is a net loss to all America. 

“It puts pressures on our rate structure and bids up prices to all consumers. 
It is a handmaiden of the ruinous inflationary spiral. 

“It helps impoverish and weaken the railroads, means fewer returns to in- 
vestors and a virtual freezeout of the new equity capital needed to expand and 
improve plant. 

“It gnaws insidiously at our competitive position and ultimately destroys the 
very jobs it seeks to protect—both for railroaders and all those who depend on 
railroad purchases. 

“So I say that for the good of all America, something drastic must be done 
about this destructive growth. And 1959 is the year of decision. A 3-year-old 
agreement to postpone revisions in working rules expires on October 31. This 
poses great opportunity for both labor and management to break out of these 
chains to the past. 


“Three most damaging areas 


“But let me bring this subject down to specifics and show what featherbedding 
really is. The practice is concentrated among certain classes of train operating 
positions, which account for about one-fourth of total employment. The three 
most damaging areas are as follows: 

“First is the antiquated mileage-day pay system which siphons off virtually 
all the benefits from modernized motive power and stepped-up train speeds. 

“Second are the towering jurisdictional walls that stand rock-hard in the path 
of streamlined service—the claim-to-work rules that ban roadcrews from work- 
ing in yards and bar traincrews from crossing district and seniority boundaries. 

“Third are the senseless requirements for useless crewmen on trains and other 
equipment—for firemen who tend no fires and extra brakemen who handle no 
brakes. 

“The dual mileage-day pay standard is itself a glaring anachronism. While 
modernization sweeps ahead throughout the railroad structure, this 40-year-old 
work rule clings like a leech to the carrier’s body, draining away its lifeblood. 
Simply stated, it provides that when locomotive and freight train crewmen cover 
100 miles, they must get a basic day’s pay. Passenger trainmen put in 150 miles. 

“One doesn’t have to be a railroad expert to see what is wrong with such a 
system. When standardized in 1919, it had a perfectly reasonable basis. That 
was the day of the plodding steam locomotive, the model T and the wheezing 
biplane. A run of 100 miles in freight service did indeed take about 8 hours’ 
time. And a run of 150 miles in passenger service required 7% hours. 

“But those times are now ancient history. Along came great improvement 
programs—streamlined diesel locomotives, electronic traffic control systems, 
faster rolling stock and straighter, freer right-of-way. Freight and passenger 
train speeds nearly doubled. 


“No change in old rules 


“Yes, railroading changed as all America changed. But the old rules did not. 
They remained as inflexible as a rock. And the modernized ‘iron horse’ remained 
tied to a 1919 hitching post. 
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“Employees on passenger and through-freight trains found themselves com- 
pleting runs in up to half the time formerly required. On some of the choice 
‘red apple’ runs where train speeds exceed 75 miles an hour, a basic day’s 
wages are earned in less than 2 hours. 

“Look briefly at what happens when train speed rises within this fixed work- 
rule frame. A passenger train now covers the 900 miles between New York and 
Chicago in about 16 hours. But the railroad by no means pays just 2 days’ 
pay for the engineers’ services. No, the carrier must pay over 9 basic days’ pay 
for each crew position on the 16-hour run. 

“Or move on westward to another fast run. A train covers the 1,034-mile 
trip between Chicago and Denver in 16% hours. Again, the payout is not for 2 
days’ pay, nor even for 9. The carrier’s costs equal a total of 101% basic days’ 
pay for each engine crew position. By contrast, a busdriver generally works 
a full 8 hours for his day’s pay. 

“The system is so self-destructive that I doubt if one could have devised 
anything more likely to kill off its practitioners. As railroads step up train 
speeds and streamline service, these restrict-the-work rules rake off virtually 
every dollar of benefit that results. Little remains for other employees—and 
nothing remains in the way of price reductions for customers and dividends for 
shareholders. Modernization thus carries a built-in penalty. It becomes a curse 
instead of a blessing. 

“How long can the railroad business withstand such bloodletting? How long 
ean the great majority of rail employees tolerate such obstacles to their own 
advancement? How long will our customers countenance accompanying up 
pressures on our prices? The future of this vital industry rides on the answers, 


“Work ‘separations’ 


“At the same time revision is made in the old dual pay system, something 
must also be done about the rigid lines drawn between the kinds of work each 
group of employees will do. These separations hit the railroads and the general 
publie especially hard because they pose invisible blocks on what should be a 
free and open track. For instance, we generally cannot run one train crew 
through a division change-point, because rules say that employees within each 
walled-in division have the right to man all trains in that area. This may have 
made sense when steam locomotives covered only 100 miles or so and took a 
crew’s entire working day. 

“But it makes no sense now. That New York-Chicago passenger train I cited a 
while ago has to stop and change engine crews seven different times along the 
way. That Chicago-Denver run requires eight different engine crews, each put- 
ting in an average of about 2 hours. And think what time is lost changing 
erews and cabooses on ‘piggyback’ and hot-shot freights. The system practically 
invites competition, not so burdened, to nibble away at our traffic. 

“High walls also loom between road and yard crews, with each forbidden to 
work in the other’s domain except at grave penalty to the railroad. This can 
even lead to a railroad’s paying three times to get one thing done. For example, 
in one referee’s interpretation of the rules, a yard employee was awarded an 
extra day’s pay for working a few minutes on line outside the yard limit, while 
a road employee got a day’s pay for work he did not do but claims he should 
have done. That’s 3 days’ pay for one task—two for the yardman, one for the 
roadman. 

“In another instance, the rules forced payment of an extra day’s pay to a road 
freight engineer for moving his train a few car lengths in a freight yard—the 
job claimed under the work rules to belong to a yard engineer. 

“A yard crew making a 4-mile round trip to help a freight train through 
snow got extra pay for 100 miles of road service. 


“Deadly drag on U.S. economy 

“Can you think of a faster way to go broke? How long can the Nation’s 
economy bear such a deadly drag? Here is a system geared to inefficiency and 
bungling, to delays in moving your shipments, to the most indefensible waste. 
We cannot continue to carry such a back-breaking load. And neither can you 
or the public. 

“Now look for a moment at that classic featherbedding rule—one which 
places unneeded men on trains just for the ride—excess baggage which displaces 
and preempts the jobs of truly essential railroaders. Hoary-headed, coal-burner 
rules still require an inflated number of men on trains and self-propelled pas- 
senger cars and work equipment. These surplus men may have been truly 
needed long ago, but no more. 





AMENDING THE RAILROAD RETIREMENT ACT OF 1937 175 


“The position of diesel firemen is a case in point. They once shoveled mounds 
of coal into giant steamers and were among the hardest workers on the rail- 
roads. Now, as stated by the neutral members of Arbitration Case 140, ‘the 
change from steam to diesel power left little or nothing for the firemen to do.’ 

“Canada has demonstrated the high statesmanship required to deal with this 
problem. When negotiations on the status of firemen reached a deadlock be- 
tween the Canadian Pacific Railway and the firemen’s brotherhood, the Govern- 
ment appointed a royal commission of outstanding Canadian citizens to investi- 
gate. After months of study and hearing, the commission handed down its 
historic decision just a little more than a year ago. It found the fireman’s po- 
sition on diesel engines in either freight or yard service wholly unnecessary. At 
that stage of the controversy, no other classes of service were a part of the 
disputed issue. 

“The firemen’s functions, the commission concluded, “have either totally dis- 
appeared, as in the case of the production of power, mechanical assistance and 
inspection, or are a mere duplication of what is discharged by another or others, 
as in the case of the lookout functions performed by the headend brakeman 
and the engineman.’” 


“Canada has shown the way 


“The commission, significantly, was not impressed with arguments that fire- 
men are necessary for safety reasons. It made on-scene studies of train 
operations without firemen on this continent and in Europe and found their safety 
experience comparable to operations with firemen. I might add that overall rail- 
roading is no different here from the system across our northern border. Canada 
has shown the way toward truly modernized train employment. The lagging 
United States can do not less than catch up. 

“The telling burden this type of ‘make work’ imposes on the industry can be 
measured in the annual cost of unnecessary firing jobs on U.S. railroads. This 
amounts to more than $200 million. Rules and regulations forcing use of other 
unneeded men bleed off another $90 million. 

“Imagine for a moment how much savings of that magnitude would mean 
to the public in the way of healthier railroads, more purchases and supplier 
jobs—and more jobs on the railroads themselves as they get back on their feet. 

“Now, all I have said up to this point proves just this: Even the most reason- 
able work standard must in time become wholly unreasonable unless improved 
and tailored to match changing conditions. And no one can deny that revision 
is long overdue in railroading. That fact has been attested to by the highest au- 
thorities who have investigated the problem, including representatives of the 
Congress, presidential emergency boards, the Interstate Commerce Commission, 
and State regulatory bodies. It is also significant that enlightened labor leaders 
in almost all other segments of industry recognize that job-output standards must 
keep pace with changes in technology and employee performance. 

“Actually, fair reassessment and revision of these ancient work standards 
are all the railroads seek. Our goal boils down to this simple, reasonable 
objective: A fair day’s work for a fair day’s pay. 


“Rules, not rail labor, attacked 


“Now, I want to make one point crystal clear. I am not attacking railroad 
labor. There is no more able or conscientious work force in any industry in the 
Nation. I am, however, attacking and condemning the deadly rules our workers 
must work by * * * rules which limit their creative ability and their output 
and detract from their dignity * * * rules which are thoroughly un-American in 
concept and economically destructive in practice. 

“Tf railroad labor leaders were with us today, I would plead for them to join 
us here in forging this new era of growth and greatness. A half million rail- 
road jobs have been lost in the last dozen years. Unless we solve our internal 
and external problems, more thousands of jobs will go down the drain. No 
labor ieader wants that. And neither does any railroad official. 

“So I urge our brotherhoods to act with us to help reverse this disastrous 
trend. Let’s wipe out featherbedding. Let’s stop paying men for work they 
don't do. 

“Let’s stop dissipating our lifeblood in frustrating clashes over rules everyone 
recognizes as unsound and unfair. 

“Let’s stop arguing over who will get the biggest share of a reeling industry’s 
dwindling income * * * and turn our eyes and hearts to ways to regain 
strength, expand business, and divide the fruits of new-found prosperity. 





176 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


“Public-interest considerations 

“Let me illustrate this overriding public interest in wiping out featherbedding 
with just two specifics : 

“First, the peace of the world—and the continued freedom of our own coun- 
try and all other free nations—is utterly dependent today on the continued 
strength and resources of America. The military mobility of our Nation, in 
event the cold war ever suddenly flares into a hot war, is of transcending 
importance. 

“In World War II the railroads were called upon to handle over 90 percent 
of military freight and 97 percent of all organized movements of military per- 
sonnel. This is an achievement of which all of us in transportation have a 
right to be proud. But we must also be deeply disturbed over the fact that the 
railroads do not now have the equipment and capacity to handle the military 
passenger volume imposed on them in the last war, and at the same time the 
civilian load. It is also a blunt fact, which we cannot afford to ignore, that 
under the conditions of World War II, highway and air transport would be en- 
tirely inadequate to carry the load. Reliance wold have to be placed on the 
railroads. Full recovery of the railroad industry is of paramount security im- 
portance to the American people. 

“Second, President Eisenhower, in his annual economic message to Congress 
last month, called for an all-out national campaign to halt inflation. He 
warned that the United States can become increasingly prosperous only if it 
holds the line against price increases, and called up labor, businessmen, and 
consumers to join the Government in a drive to achieve ‘inflation-free, sustain- 
able growth.’ Wage gains that outrun increases in industry’s productivity were 
singled out asa primary cause of higher prices. 

“Hard blow against inflation 


“The elimination of half a billion dollars a year in wholly nonproductive make 
work and featherbedding in the railroad industry would represent a tremendous 
contribution to the fight against inflation. For nothing is more inflationary 
than pay for work not done, for services not performed, for goods not pro- 
duced. Featherbedding goes hand in hand with the high and rising cost of 
living. 

“Then we must recognize still a third and more pressingly immediate symbol 
of the public interest. In these times of upheaval, America cannot afford the 
luxury of labor-management discord in a vital industry. Nor can it tolerate 
work stoppages and the inexorable grinding down of the economy that would 
come if train wheels stop turning. 

“The Nation has just emerged from serious trouble resulting from strikes in 
air transportation. I do not belittle that trouble when I say that what we have 
seen is but a token of the economic disruption and personal hardship a railroad 
tieup would bring. So while we seek labor’s earnest cooperation in preventing 
full-scale crisis, we cannot bury our head in the sand. It is time to face up to the 
possibility of tieup—and time to take forthright action to make sure it does not 
happen. 


“Proposal for White House action 


“T, therefore, propose this first step toward solving the problem of feather- 
bedding on the railroads: That leaders of the train-operating brotherhoods join 
with railroad management in asking President Eisenhower to name a non- 
partisan group of distinguished citizens to study this whole question. 

“Such a special commission should go to work immediately, well in advance 
of any transportation crisis, preparing an independent and objective appraisal 
that will protect the welfare of our country, the solvency of the railroad in- 
dustry, and the security of its workers. 

“We all recognize what exceedingly heavy burdens are carried by the Presi- 
dent, and none of us would unnecessarily add to these responsibilities. We feel, 
however, that our urgent request is justified because of the transcendent 
national significance of a sound solution to the featherbedding problem. 

“Accordingly, I am sending today a letter to the leaders of the operating 
brotherhoods, asking them to join with me and other railroad executives in 
requesting Presidential action on a commission. Labor can do the Nation— 
and itself—no greater service than to join us now in seeking the Government’s 
help in laying a basis for sound, new work standards in the railroad industry. 

‘The job of breaking the featherbed chains around our industry is going to 
be the most difficult labor issue ever faced in railroading. Both the brother- 
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hoods and management need help. And we cannot shrink from seeking it. The 
American people themselves have too much at stake on the outcome. Only 
through the wholehearted cooperation of management, labor, and public leaders 
can we hope to free the Natoin from the wastes of featherbedding and from the 
multiplying penalties of a weakened industry. 

“In closing, let me say again to you shippers and to all America that rail- 
roadmen know only too well that the road back for our industry is a rugged 
one—but we intend to leave nothing undone to regain our place as a dynamic, 
progressive business. During the months ahead when this crucial issue is being 
decided, we will need your warmhearted support and understanding. In return, 
we will express our gratitude in the one way you will understand best—in the 
rebuilding of a great industry, in new achievement, and in new benefits for all 


the Nation.” 

Mr. Loomis. That will be a pleasant experience. 

Senator Morse. I judge from what you said Mr. Calhoun will cover 
another line of questioning that I intended to raise, that was brought 
up in our hearings the other day: the benefit for people that were 
discharged for cause or voluntary quit cases. 

Mr. Loomis. Mr. Calhoun will cover that in detail. 

Senator Morse. I will refer those questions to him then. 

While I have you on the stand, I would like to have the record show 
that after we finish these formal hearings I would like to have repre- 
sentatives of the brotherhoods and representatives of the carriers make 
one other attempt to reach any agreement that they can on any one or 
all of the issues involved in the hearing. I think I ought to have a 
statement from you on the record as to what has transpired with re- 
spect to the previous request that I made of you and of the brother- 
hoods, when I asked that you have this meeting. You did have such 
ameeting. Both sides notified me that that meeting in effect came to 
naught. Is that a fair summary ? 

Mr. Loomis. Yes, that is. Mr. Habermeyer, the Chairman of the 
Retirement Board; Mr. Leighty, the chairman of the Railway Labor 
Executives Association, and I met together on the afternoon of Feb- 
ruary 2 or 3, I believe, and discussed that proposition. I outlined the 
proposals which are now embodied in S. 987. Mr. Leighty stated 
they could not possibly consider them, That was the outcome of the 
meeting. 

Senator Morse. Do you have any objection, Mr. Loomis, to meeting 
with the members of the staff of the committee, at a convenient date 
following the completion of the record of these hearings, in our com- 
mittee rooms and with the brotherhood representatives and repre- 
sentatives of the carriers to make a final attempt? 

Mr. Loomis. No objection whatever, Mr. Chairman. In fact, we 
would welcome it. 

Senator Morse. Let the record show that—do you see any objection 
to it? 

Senator Ciark. No. 

Senator Morse (continuing). That we make this effort to have such 
a meeting before we proceed to write up the bill ? 

Thank you very much, Mr. Loomis. 

Mr. Loomis. There is possibly one other thing I should mention, 
Senator Morse. At times it has cropped up in these hearings—the 
matter of supplemental pensions in olliee industries in addition to so- 
cial security payments. I have a compilation secured from the files 
of the Bureau of Labor Statistics of the Department of Labor showing 
the pension under the Railroad Act for employee age 65, with 30 years 


178 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


of service based on an average monthly compensation of $300, and a 
comparison of the combined benefits under private pension and social 
security plans for employees in certain major companies. I think 
there are 25 of them such as General Electric, Cities Service, Standard 
Oil of Indiana, Aluminum Co. of America, Firestone, Ford, General 
Motors, Amalgamated Clothing Workers, and others which I would 
like to submit to be copied into the record. 

Senator Morse. The data will be received and copied in the record 
at this point. 

(The compilation follows :) 


Examples of monthly amounts including OASI payable to workers retiring in 
January 1959, at age 65 after 30 years of service based on $300 average 
monthly wage for selected private pension plans 


Including OASI 





private 
plan 


From Excluding wife’s benefit | Including wife’s benefit 


Greater Less Greater 
than than than 
railraod railroad railroad 
benefit | benefit benefit 


Railroad Retirement Act $182. 40 


Contributory plans: 
Armstrong Cork Co 
Cities Service Co 
General Electric Co 
International Brotherhood of Elec- 
trical Workers 


Noncontributory plans: 
Aluminum Co. of America... -------- 
Amalgamated Clothing Workers-.---- 
American Telephone & Telegraph Co-- 
Bethlehem Steel Corp ; 
Consolidated Edison Co. of New York- 
Du Pont (E. I.) de Nemours & Co_- 
Eastman Kodak Co- ‘ 
Firestone Tire & Rubber Co 
Ford Motor Co____.---.-- 
General Motors Corp-.-- 
Goodrich, B. F., Co- . 
Goodyear Tire & Rubber Co 
Gruman Aircraft Engineering Corp-_-- 
International Ladies Garment Work- 

ers Union_-__- 

National Maritime Union_----_--_--- 
United Mine Workers of America. ----| 
United States Rubber Co 
United States Steel Corp-__- 
Westinghouse Electric Co_-_- 











Note.—Amounts reflect provisions cf plans as of February 1958, except for Ford Motor Co. and General 
MotorsCorp.which reflect revised provision under new contracts negotiated in fall of 1958. OASI amounts 
are those payable under the Social Security Act, as amended Aug. 28, 1958, equal to $105 per month for em- 
ployee, and $52.50 for wife. 


Senator Crark. Mr. Loomis, referring to your formal statement 
and table V, do I understand that the table you have just put in the 
record would characterize certain special other en and take 
them out of this third column which appears in table V and give us 
comparable figures for these industries that you have just mentioned ! 

r. Loomis. We are not able to show satisfactory — as to these 


companies. We are able to compare the benefits. We are not able 
to get satisfactory figures as to the costs. 
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When you come to the private pension plans, the requirements of 
continuous service and things of that sort are very much different than 
they are for railroad retirement and social security. And we have not 
been able to get satisfactory figures on the cost to the companies. We 
are able to compare the benefits. 

Senator Crark. You don’t think that there is any rough relation- 
ship between the benefits and the costs, because the conditions of em- 

loyment are so greatly different that the committee would not be 
justified in making any basic assumption that the benefit to an auto- 
mobile worker or steel worker under a pension plan would cost some- 
thing like a similar benefit. 

Mr. Loomis. I simply don’t know how to get it. 

When it comes to the unemployment side I do offer some comment, 
but we do not have any basis for any complete comparison. 

According to information supplied us, of our work force of 51 mil- 
lion in nonagricultural employment, only 2 million are covered by 
supplemental unemployment plans. The largent one that we know of 
that we can get anything on is General Motors and United States Steel. 
And both of those show in their contracts average cost of about 3 cents 
an hour above their payment under the State unemployment plan. 

Senator Ciark. I am not sure that I understood it. It may not be 
relevant. Would it be of interest, Mr. Chairman, to have comparable 
figures for United States Steel and General Motors with respect both 
to benefits and costs? As I recall, the brotherhood made rather a 
point of the fact that in other industries sometimes there were pension 
plans and some with unemployment benefits which were more favor- 
able to the employees than those in the railroads. 

Senator Morse. It would be helpful to have such figures, I think. 
Would the witness supply it? 

Mr. Loomis. I would say that the figures on this statement can be 
readily verified with the Bureau of Labor Statistics. That is the 
source for it. 

Senator Morse. Let the record show that in the discussion with the 
staff the material that Senator Clark has asked for should be obtained 
by the committee and made a part of the record so that we will have 
it available. 

Thank you very much, Mr. Loomis. 


STarr MEMORANDUM CONCERNING PRIVATE PENSIONS SUPPLEMENTING MONTHLY 
BENEFITS UNDER THE Socrat Security Act 


(Prepared in connection with the hearings on proposed changes in the Railroad 
Retirement System) 


The magazine Business Week of January 31, 1959, contains, beginning on page 
88, a special report on private pension plans supplementing monthly benefits un- 
der the Social Security Act. The following is quoted from pages 91 and 92: 

“New slant.—To the worker, private pensions have taken on new meaning. 
They’re no longer considered a gift bestowed by an employer on his faithful 
employee, but rather a sort of deferred wage which a worker has earned by 
his sweat and labor. At the same time, pensions are losing some of their 
potency as a chain that locks workers to their jobs, and may well turn into a 
mechanism for giving employees greater job mobility. 

“More than that, pension funds often represent for an employee the difference 
between dread of retirement and eager anticipation, the difference between look- 
ing forward to a retirement home in Florida, or scraping by on social security 
alone. 
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“Already 16.4 million workers, a quarter of the total work force, are covered 
by private plans; by 1970, the proportion will be close to one out of three. Ulti- 
mately, this means a big new class of retired workers, with potent purchasing 
power and political voice. 

“The dazzling growth of pension plans is also evidence of a management turn- 
about. Management has accepted—sometimes gracefully, sometimes not—the 
concept that it is obligated to care for its employees, not only during their work- 
ing careers, but ever after. 

“Burden.—For employers, the impact of this change is double-edged. On one 
side, the most obvious side, pension funds represent a big new bite out of the 
company till—anywhere from 5 percent to 10 percent of payroll—as well as a 
hefty long-term obligation for the future. On an individual company basis, the 
cost is steep. General Electric’s pension contributions in 1957 were $73 million. 
Collectively, pension contributions in 1957 totaled $4.5 billion, with industry 
picking up close to 85 percent of the tab. By 1965, as Vito Natrella, of the Se- 
ecurities and Exchange Commission calculates it, the total annual figure will 
reach $6 billion. * * * American Telephone & Telegraph Co.’s pension kitty now 
totals $2.8 billion, bigger than the combined assets of a dozen mutual funds, 
more than the assets of all but a handful of American corporations. United 
States Steel's fund has over $1 billion.” 

The following table was prepared by the staff of the Chief Actuary of the 
Social Security Administration and was brought up to date by the Chief Actuary 
of the Railroad Retirement Board: 


Amount of retirement income avuilable to employees of certain selected com- 
panies (benefits to employees retiring in 1959 at age 65 after 30 years of serv- 
ice with a level wage of $350 a month) 


Private plan | Total OASIT 
Company only and private 
plan ! 


Aluminum Co. of America . aa $188. 12 
American Telephone & Telegraph Co 166. 75 
Armstrong Cork Co. (noncontributory) ah of 183. 50 
Bethlehem Steel Corp = 188. 12 
Cities Service Co 96, 26 212. 25 
Dupont (E, I.) de Nemours & Co-_--- : 232. 00 
Firestone Tire & Rubber Co 54. 170. 00 
Ford Motor Co 2. 188, 03 
General Electric Co 84. 200. 00 
General Motors Corp 2. 188. 03 
B. F. Goodrich Co-_-_..------ ecient sik les igs aides Mca capaci hice mecha 54. 170. 00 
Goodyear Tire & Rubber Co-__--.-......--------.-- biome bight’ atinteoh 54. 170. 00 
Wao. Base We Ores. Of Ameri. «485 nc ncse sk cebnck li ccnvs cnn ‘ . ; 216. 00 
ee EE Og 6 ea a PE - 54. 170. 00 
United States Steel Corp-._.......-..-......-..-.-- i #4 188. 12 
Westinghouse Electric Corp E 176. 75 
Railroad Retirement és 


1 Exclusive of auxiliary benefits. . 
2 The railroad annuitant may, under certain conditions, also receive a separate social security old-age 
benefit which would increase his total retirement income. 


As far as we have been abie to determine, of the 16 companies listed above, the 
supplemental pension plans of the Cities Service Co. and the General Electric Co. 
are contributory; the plans of the remaining 14 companies are noncontributory. 
In 9 out of 16 companies listed the total monthly income from social security and 
the private pension plans exceeds the maximum railroad retirement annuity of 
$185.60 now payable. Of course, the maximum railroad retirement annuity of 
$185.60 would increase as more months of service are credited toward an an- 
nuity. In all 14 noncontributory plans the cost to the employee is now just the 
cost to him of the social security tax, that is, 244 percent of pay up to $4,800 a 
year (before 1959, $4,200). In the two contributory plans the cost to the em- 
ployee would, of course, be above the social security cost. Under the railroad 
retirement system the cost to the employee is now 6%4 percent of payroll up 
to $350 a month. (In cases where the railroad retirement annuitant might re- 
ceive an additional benefit under the social security system (for which he has 


paid the regular social security tax) the railroad company pays no part of the 
cost of this additional benefit. ) 
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A study made and recently released by the U.S. Department of Labor (BLS) 
of 100 supplementary pension plans under collective bargaining, winter, 1957-58, 
was analyzed by the Bureau of Labor Statistics of the Department of Labor 
(see the “Monthly Labor Review,” August 1958, beginning on page 845, reprint 
No. 2288). This analysis shows, among other things, that 86 of these plans, cov- 
ering almost 2.9 million workers, were noncontributory, that is, financed solely by 


the employer, while 14 were contributory, that is, financed by both the employer 
and employee. 


In order to secure any additional information on this question, the following 


letter was sent to the Bureau of Labor Statistics, U.S. Department of Labor and 
to the Securities and Exchange Commission : 

“The subcommittee of the Senate Committee on Labor and Public Welfare has 
under consideration proposed changes to the Railroad Retirement Act and the 
Railroad Retirement Tax Act. In considering these proposals, the subcom- 
mittee would appreciate your furnishing, no later than February 26, information 


pertaining to private pension plans in industries other than the railroad 
industry. 


“What is the cost to the employer of employee private pension plans supple- 
mental to social security monthly benefits in total and in terms of (@) percentage 
of gross payroll, (6) percentage of payroll used for pension crediting purposes, 
and (c) cost per employee? We would appreciate your furnishing these figures 
on the basis of (1) cost in 1958, and (2) long range or level cost. 

“Sincerely, 


“WAYNE MORSE, 
“Chairman, Subcommittee on Railroad Retirement.” 

Mr. Loomis. Thank you. 

Senator Morse. Our next witness will be Mr. Roland Davis, vice 
president and general counsel, who appears for Mr. Perry Shoemaker, 
president of the Delaware, Lackawanna & Western Railroad. 

Weare glad to have you with us. 

Mr. Davis. As the chairman has indicated, I am here for Mr. Shoe- 
maker who because of an emergency could not be present to present 
his statement. And he has requested me to present his statement for 
him. And I appreciate the privilege of appearing before you. 

Senator Morsr. You may proceed. 


STATEMENT OF PERRY M. SHOEMAKER, PRESIDENT OF THE DELA- 
WARE, LACKAWANNA & WESTERN RAILROAD CO., PRESENTED 
BY ROLAND DAVIS, VICE PRESIDENT AND GENERAL COUNSEL, 
DELAWARE, LACKAWANNA & WESTERN RAILROAD CO. 


Mr. Davis. Mr. Chairman and gentlemen. My name is Perry M. 
Shoemaker and I am president of the Delaware, Lackawanna & 
Western Railroad Co., with headquarters at 140 Cedar Street, New 
York City. My railroad background goes back to 1926 summer vaca- 
tion work as a track laborer with the Pennsylvania Railroad, while 
I was attending the University of Michigan, from which I received 
in 1928 a bachelor of science degree in mechanical engineering. I 
also attended Yale University under a Strathcona fellowship in 
transportation and received the degree of master of science in trans- 
portation engineering. I have worked for the Erie in various ca- 
pacities from freight house laborer to general yardmaster, for the 
New Haven in several capacities including superintendent of freight 
transportation, and commencing in 1941 for the Lackawanna in vari- 
ous capacities in the operating department and since August 1, 1952, 
as president of the Lackawanna. Additionally, I served as chairman 
of the transportation subcommittee of the second Hoover Commis- 
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sion on Organization of the Executive Branch of the Government, 
which entailed also being a member of the Task Force Committee 
on Subsistence Services, the Task Force Committee on Business Or- 
ganization of the Department of Defense, the Subcommittee on Depot 
Utilization and the Subcommittee on Business Enterprises. 

I thank this committee for the opportunity to appear before you 
today with regard to S. 226. 

The Lackawanna Railroad is a freight and passenger railroad op- 
erating from Hoboken, N.J., to Buffalo, N.Y., together with several 
branch lines. Service is provided to New York City by means of 
ferries, carfloats, barges, and other marine equipment. 

During the year 1958 the Lackawanna sustained a deficit of nearly 
$4 million, even though its revenue included a $1,600,000 nonrecurring 
retroactive mail pay adjustment. This is the largest deficit sustained 
in the more than 100-year history of the Lackawanna Railroad and 
was incurred in spite of a minimum amount of maintenance—con- 
sistent with safety—salary cuts and other economies wherever 
possible. 

Under the circumstances, it is appropriate to call your attention 
to certain changes which have occurred on the Lackawanna in a 
period of 10 years. 

Anthracite coal revenue in 1958 was $4,210,000, less than one-third 
of what it was 10 years ago. In the same 10-year period merchandise 
revenue decreased from $56 million to $48 million, in spite of there 
having been nine general freight rate increases. 

Passenger revenue from through and suburban service decreased 
from $10,800,000 in 1948 to $9,300,000 in 1958. Income available for 
fixed charges in 1948 was $11,800,000. In 1958 it was $979,000 against 
fixed charges of $4,447,000. 

In December of 1948 the Lackawanna had 13,618 employees and 
its payroll, including payroll taxes, was $48,578,000 or 53 cents per 
revenue dollar. In December 1958 Lackawanna employees had been 
reduced to 7,331, with the payroll for the full year 1958, including 
taxes, of $50,746,000 or more than $2 million greater than 1948 and 
it took 67 cents of each revenue dollar. 

At the end of 1958 we had a deficit in net working capital, not in- 
cluding materials and supplies, of just over $750,000. At the end of 
1948 we had an excess of assets of over $7 million. On January 1, 
1959, our cash balance was $3,261,000 and as I have previously indi- 
cated, we have a working capital deficit. 

The situation which I have outlined is the culmination of various 
factors. 'To state it simply, we are seriously entrapped in a revenue- 
expense squeeze. Our revenues have declined, as I indicated above. 
The overall decline has been from gross revenues of $91,400,000 in 
1948 to $76,280,000 in 1958, in spite of rate increases and the above 
mentioned retroactive mail pay adjustment. 

Another factor of which many railway executives are convinced is 
that freight rates and passenger fares have about reached the point of 
diminishing return, namely, that we can no longer increase revenues by 
generally increasing rates and fares due to the fact that the volume of 
traffic that is diverted to competitive means of transportation more 
than offsets the additional revenue earned on the balance. 

The survival of many railroads as private enterprises is therefore 
dependent upon decreasing expenses, or at least holding the line, both 
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exceedingly necessary in our inflationary economy. This is easier 
said than done. For example, the average compensation of one of our 
largest group of employees, clerks and freight handlers, has increased 
more than 255 percent in the last 20 years, not including the so-called 
fringe benefits which now add about 20 percent to direct railroad pay- 
roll costs. In 1958, when Lackawanna carloadings were down 17 
percent, payroll increases of 12 cents per hour on an annual basis re- 
sulted in additional costs of $2,160,000. Our taxes have increased, our 
payments for materials and supplies have greatly increased. 

The problem of holding the line on expenses is not unrecognized. In a recent 
individual study conducted by the New York State Public Service Commission 
at the request ‘of the New York State Legislature, one of the recommendations 
contained is that real estate taxes be frozen for a 2-year period. This is con- 
sidered as interim relief only. Additionally, last year the New York State Legis- 
lature passed a bill which was signed by the governor, permitting local taxing 
districts in New York State to make agreements with the railroads abating taxes. 

If I can digress from the text at this point, I might add we really 
beat the bushes in New York State last fall in calling on assessors in 
all of the local districts, as a result of which we obtained a reduction of 
approximately 10 percent in the districts where tax aggrievements days 
were set last fall. But even so, with a reduction in our reassessments of 
over $1 million, our taxes, due to the increase in rates, are about the 
same. 

So that even though year after year we obtain in New York State $1 
million reduction in assessments, the taxes which we pay to New York 
State remain fairly constant. 

Only last week the governors of the States of New York, New Jersey, and 
Connecticut, together with the mayor of the city of New York, held a joint meet- 
ing to consider the financial crisis of the railroads serving the New York metro- 
politan area. 

Again I might digress and say I presented a statement before that 
committee, and I am not too hopeful at the present time that anything 
will result constructively from the committee. 

Governor Ribicoff is not interested in assuming the tremendous 
burden of the railroads in the State of New Jersey. I told that com- 
mittee that the Lackawanna expects in the near future to present to 
the New Jersey Commission a proceeding under which we would dis- 
continue substantially all of our suburban and commutation service 
which over a period of 10 years we have sustained a loss on of $30 
million. 

During the same period we paid the State of New Jersey $30 million 
i taxes. In other words, I think we have reached the point now in 
our economy where freight can no longer carry these tremendous 
deficit operations from passenger service. 

We have suggested to the State of New Jersey that they either for- 
give taxes on our passenger facilities, which even in the terminal area 
at Hoboken amounts to approximately three quarters of a million. 

Senator CLark. Are those State taxes or are they mostly local taxes? 

Mr. Davis. The assessment is made by the State and apportioned 
locally. You have a very complicated tax situation in New Jersey. 
We went into court on the basis that our assessments were 100 percent 
and everybody else’s was but 50 percent and were told that the court 
agreed with us in substance, but the standard of proof that we had to 





184 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


make was completely impossible. So we had, shall I say, a hollow 
victory. 


At this point I would like to clarify my position with respect to our employees. 
I am not against increasing benefits to workers whenever it is financially possible. 
More important, we are trying to protect their jobs on the Lackawanna Railroad, 
but we cannot do so with a deficit operation. 
Again digressing, if we discontinue our suburban service it will 
affect about 20 per cent of the 7 ,000-odd Lackawanna employees which 
we sitll have on our payroll. 


You gentlemen are aware that railroad traffic is being diverted to other means 
of transportation, mainly because of unfair competition. Most of our com- 
petitors are being subsidized in the form of highways and terminals that are 
constructed and maintained by Federal, State, and local Governments and are 
largely tax-free. I am sure that you understand that the railroads as taxpayers 
are bearing a substantial portion of the cost of providing these free facilities for 
our competitors. 

These competitors do not have to bear the high payroll taxes that are being 
borne by the railroads. Bus and truck employees are subject to social security 
and accordingly, their employers bear a tax of 2% percent on the first $4,800 of 
wages earned by each of those employees. On the other hand, the railroads 
being subject to the railroad retirement tax at the present rates are paying 64 
percent of the first $350 earned during the month or on $4,200 per year. If the 
Lackawanna Railroad were under the Social Security Act instead of the Railroad 
Retirement Tax Act, our tax payments involved in 1958 would have been $777,000 
instead of $2,159,000 actually paid. 

On the Lackawanna the additional cost imposed by S. 226 is most substantial. 
For the years 1959 to 1961, inclusive, the additional cost would be more than 
$800,000 per year and from 1962 to 1964, inclusive, the increased cost would be 
about $1 million per year. 

yentlemen, I submit to you, does the Congress, regardless of pressures upon 
it, have the right to force upon the Lackawanna Railroad, a proud agency of 
transportation already in deep financial distress, further increases in welfare 
costs? As one believing in the necessity for financial integrity, our company 
must concur in meeting the cost of increased benefits already in effect, but any 
increase in these benefits must come from other sources. 

More is involved than Lackawanna’s 7,300 employees. Seriously affected are 
Lackawanna’s approximately 8,500 stockholders located in every State of the 
Union. More than 40 percent of our registered stockholders are women. More 
than 82 percent of our stockholders own 100 shares or less. Many are retired 
people to whom investment in Lackawanna securities is exceedingly serious. 
To them as citizens—and as voters—the decision of the Congress in this matter 
should reflect an appreciation of their responsible and real interest. 

I am strongly opposed to S. 226 as presently before you. I would reluctantly 
support the measure with respect to its 1959-61 changes only, if concurrently 
the Railroad Unemployment Insurance Act were amended as suggested by Mr. 
Loomis and as will be covered in detail by Mr. Calhoun. 

Frankly, the suggested and recommended changes will modify the expense to 
the Lackawanna of the increased cost of the Railroad Retirement Tax Act. In 
this connection, since the Lackawanna Railroad operates in New York, Pennsyl- 
vania, and New Jersey, may I call your attention to the fact that employees of 
other industries in those States receive in unemployment and sickness benefits: 
In New York from $10 to $45 weekly; in Pennsylvania and New Jersey from $10 
to $35. By comparison, the practical minimum in effect on our railroad today for 
all contract workers is $39.40 weekly. S. 226 would increase this minimum to 
60 percent of the last daily rate of pay, or $47.30 a week, more than the maximum 
in any State in which we operate. Is it not fair to inquire of you as to the 
justification for this new discrimination in favor of railroad workers? 

Neither my railroad nor the industry can afford this kind of treatment. I 
state to you in the utmost seriousness that the great sums of money, involving 
additional costs, which would be required by S. 226, can well be the difference 
between solvency and insolvency for some of the eastern railroads. 


Again I would like to digress. Mr. Loomis mentioned some of the 
railroads, the Pennsylvania and New York Central, but they serve 
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not only the East, but the Midwest. If you look strictly at the eastern 
railroads, the Lackawanna, the Lehigh Valley, and some of the New 
England railroads, you will find that they have not had any increase 
in traffic. And, as a matter of fact, they are not doing as well in 
1959 as they did in 1958. And we all know that 1958 was a very poor 
year for those railroads. 

You must decide whether or not the broad and real public interest here in- 
volved justifies your taking the discriminatory action against the railroad in- 
dustry inherent in this legislation. It would be ironic indeed if the passage of 
S. 226 as proposed were a milestone toward Government ownership and operation 
of our country’s transportation system. 

Senator Morse. Thank you very much, Mr. Davis. 

Any questions? 

Senator CLarKk. Just a couple short ones, Mr. Chairman. 

Mr. Davis, when did the Lackawanna last pay a dividend ? 

Mr. Davis. The last dividend we paid was in Nickel Plate stock 
and was in the spring of 1957, if Iam not mistaken. 

Senator Crark. When did you suspend cash dividends? 

Mr. Davis. The last cash dividend was paid in, I think, about 
November 1, 1956. 

Senator CiarK. Have you paid on any interest on your bonds? 

Mr. Davis. Not as of the present time. We will not be able to pay, 
I do not believe, our contingent bond interest this year. 

Senator CLark. What is your contingent bond, an income bond? 

Mr. Davis. Yes,sir. We certainly did not earn it. 

I can give you, sir, the dividend payments from 1948 through 1958 
on the Lackawanna. The stockholders received 59 cents per share 
and that included the distribution of Nickel Plate stock. 

Senator Ciark. That is the total dividend for the 10-year period ? 

Mr. Davis. Yes, sir. 

Senator Ciark. Now on your passenger traffic, do you still run 
through trains to Buffalo? 

Mr. Davis. Yes, sir. 

Senator CLarK. How many a day ? 

Mr. Davis. Through to Buffalo, sir? 

Senator CLark. Yes. 

Mr. Davis. All the way from Hoboken to Buffalo—let’s see, No. 3, 
5, 7, 15—four each way. 

Senator Cuark. Does that carry a through car in the Middle West? 

Mr. Davis. No. 3 carries a sleeper to Chicago, via Nickel Plate; 
through coach to Chicago, via Nickel Plate; No. 7 carries a through 
sleeper and a through coach. 

_Senator Ciark. Now, with respect to your service into the anthra- 
cite region in Pennsylvania, your passenger trains have been pretty 
largely curtailed coming out of Scranton. Do you go to Scranton? 

Mr. Davis. Do we goto Scranton now? No, sir. 

Senator CLrark. How many trains a day are you running from 
Hoboken to Scranton? I donot want it exact. 

Mr. Davis. There will be six out of Scranton and six to Scranton. 

Senator Ciarx. Of course the other four to Buffalo go through 
Scranton ? 


Mr. Davis. I am including those. There are two more than the 
through Buffalo trains. 





186 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


Senator Crark. Aren’t you by way of curtailing that service even 
further? 

Mr. Davis. We have no present program at the present time to cur- 
tail our through service here. Don’t get me mixed up with the Lehigh 
Valley. 

Sendior Crark. No,I am not. I know about them, too. 

You have taken 1948 as a base year, to 1958. Do the years inter- 
vening show a casual falling off of revenues and gradual increase in 
costs, or is there a sharp decline in some period? Some people think 
1948 was not——- 

Mr. Davis. 1948 was not the best year for Lackawanna. I do not 
have the figures for all of the intervening years; 1958 was a very poor 
year with a $4 million deficit. In 1957 we were in the black by about 
$400,000, but we had an income tax credit. Without that we would 
have been in the red for over $1 million. 

Senator Crark. I do not want to make it too long, but what I was 
thinking about was 

Mr. Davis. 1956 was fair, 1955 was the flood year, if you will recall. 

Senator CLarK. 1955 was what? 

Mr. Davis. Was the flood year. 

Senator CiarK. So you have a deficit there ? 

Mr. Davis. We certainly did have a deficit that year. 

Senator Crark. How about right after the Korean war, how about 
1953 ? 

Mr. Davis. I do not have those figures. 1952 and 1953 were not too 


bad years. We had a slump and we came back a little bit and then we 
went down, sir. 


Senator Crarg. Very well. 

Senator Morse. Thank you very much, Mr. Davis. 

Mr. Davis. Thank you, sir. 

Senator Morse. I ‘understand Mr. Whitman will be here in the 
morning ? 

Mr. Loomis. Yes, sir. 

Senator Morse. And Mr. Calhoun is here today ? 

Mr. Loomis. Right. 

Senator Morss. The next witness will be Mr. Calhoun on behalf of 
the Association of American Railroads. 

We may not be able to complete your testimony today, Mr. Calhoun, 
but we will go as far as we can. 

Mr. Catnoun. All right, sir. 

Senator Morse. If we do not complete it will it be convenient for 
you to be here at the morning session tomorrow ? 

Mr. Loomis. May I ask, Mr. Chairman, if you would be good 


enough to take Mr. Whitman first in the morning so that he can get 
out of town? 


He has come all the way from San Francisco. 
Senator Morse. We will be very glad to accommodate. 
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STATEMENT OF LEONARD J. CALHOUN, ON BEHALF OF THE 
ASSOCIATION OF AMERICAN RAILROADS 


Mr. Catnoun. Mr. Chairman, my name is Leonard J. Calhoun. I 
am a member of the law firm of Harter, Calhoun, Lishman & Williams. 
I am appearing on behalf of the Association of American Railroads, 
which I shall refer to in my statement as the association. My testi- 
mony will be with respect to railroad unemployment insurance. I 
have had certain background experience which I think qualifies me 
to discuss this subject. From 1935 until 1943 

Senator Morse. I believe you educated us on this last year. 

Mr. Catnoun. I will be glad to skip that part, Mr. Chairman. 

I would say that, unfortunately, there are several matters which will 
have to be commented on by me as the pending bill would increase the 
wage base for unemployment, sickness, and maternity benefits and the 
supporting tax to $4,800 and the bill itself would increase the tax rate 
to 314 percent. And I believe that there has been testimony before 
this committee that it will require more appropriately 4 percent. 

Also, the bill would extend benefit periods backward and add 
periods and additional benefits forward, enabling some to draw bene- 
fits continuously for well over 2 years. 

Third, it would eliminate the initial registration requirement and 
open up the system to paying unemployment benefits every time a 
person lost a day’s work in a 2-week period. 

Fourth, it would increase benefit rates to a point where in many 
instances the incentive to work would be seriously impaired. 

These proposals and the railroad’s counterproposals to keep the 
system within reasonable limits, to avoid some of the more glaring 
inequities, to limit benefits to persons genuinely attached to the labor 
market require, unfortunately, a considerable time for even the briefest 
discussion. However, in view of the limitations of time, I shall omit 
much of my formal statement with the request that it be set out in 
the printed hearings. 

Senator Morsr. The full printed statement of Mr. Calhoun will be 
printed at this point in the record. 

(The statement by Mr. Calhoun follows :) 





STATEMENT OF LEONARD J. CALHOUN ON BEHALF OF THE ASSOCIATION OF 
AMERICAN RAILROADS 


My name is Leonard J. Calhoun, I am a member of the law firm of Harter, 
Calhoun, Lishman & Williams. I am appearing on behalf of the Association 
of American Railroads, which I shall refer to in my statement as the association. 
My testimony will be with respect to railroad unemployment insurance. I 
have had certain background experience which I think qualifies me to discuss this 
subject. From 1935 until 1943 when I went into the Navy I was Assistant 
General Counsel of the Social Security Board and its successor, the Federal 
Security Agency. In 1946 I headed the special social security technical staff of 
the Ways and Means Committee which was established to make a comprehen- 
sive study and report on unemployment insurance, old age and survivors in- 
surance and public assistance. 

By way of preface, I shall state the generally agreed principal objective of 
unemployment insurance, as I shall refer to this key objective from time to time. 
Unemployment insurance it intended to provide, within practical cost limits, to 
persons normally employed but currently unemployed due to lack of work and 
through no fault of their own, temporary benefits reasonably related to their 
hormal earnings and of such size as to afford a reasonable floor of protection 
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but not to impair their incentive to seek and engage in suitable work. You will 
find a description of various viewpoints of the purpose and major elements of 
the program in the Ways and Means study, “Issues in Social Security,” made 
by its technical staff, which I headed in 1946. 

My statement today is largely directed to the way the amendments in the 
pending bill meet or fail to meet the general objective I have stated, and how the 
proposed alternatives of the Association of American Railroads meets this ob- 
jective. 

It seems manifest that S. 226 would fail to meet one of the elements of sound 
unemployment insurance I have referred to—providing benefits within practical 
cost limits. Your committee has already heard the cost estimates of the Rail- 
road Retirement Board. You have heard the change of the employee member 
of the Board from his original position that the bill should be passed without 
amendment to the position that the proposed tax rate of 3% percent should be 
increased to 4 percent. You have heard the same view expressed by the spokes- 
man of the Railway Labor Executives’ Association. 

It has also been made plain that further amendments would be necessary to 
insure the making of payments which would be required under the proposed 
bill during the next few months—expenditures would so exceed receipts as to 
more than exhaust all funds presently in, or coming into the account during this 
period. 

When the original Railroad Unemployment Act was enacted, it was recognized 
by the spokesman for the Railway Labor Executives that there should be a 
general conformity in certain important respects with the State-Federal systems 
of unemployment insurance. At the 1938 hearings the spokesman for the Rail- 
way Labor Executives’ Association pointed out: 

“The maximum for higher paid workers is the same as that in 36 of the States. 
The amount allowed for workers in the average pay class is substantially the 
same * * *,” 

Since that time there has been a great and steadily increasing disparity be- 
tween the benefits provided and other features of State systems and the railroad 
system. It is to be expected the railroad practical minimums are considerably 
higher than those of the States since class I railroad employees have a practical 
minimum wage of some $1.97 an hour, which under the existing “half-pay” 
formula give a weekly benefit of some $39.40. But it is difficult to justify the 
fact that the benefit paid these $1.97 per hour persons under the existing railroad 
law is higher than the maximum benefit in the great bulk of our States. The 


following table shows the maximum and average benefits being paid in each of 
our States. 





OE On —‘Csw 


AMENDING THE RAILROAD RETIREMENT ACT OF 1937 189 


State benefits (October 1958) and average payroll taz rates (end of 1957) 


Average Maximum benefit Maximum 
State weekly be seein * eee tax per em- 
benefit ployee 2 


Per week ! Total?! 











Percent 
pe ee ee eee ee $22. 94 $28. 00 $560 1.3 $39 
NL: — ons nih gth wis eltanes coe 34. 18 45.00 1,170 3.0 126 
No cate errata ne oe 29. 81 35. 00 936 1.6 48 
DPN, Cioclssncdhuneccabhchacs 20. 96 26. 00 468 1.4 42 
ON io5 oii nha petits 33.15 40. 00 1,040 1.7 61 
aan x ceboniteia idk bined 32. 77 44.00 1, 144 et 24 

35. 31 40.00 1, 040 1.5 45 
32.12 40.00 1,040 1.1 33 
26. 69 30. 00 7380 1.0 30 
23. 49 30.00 480 1.0 30 
23. 62 30.00 660 1.5 45 
26. 71 35. 00 700 1.3 39 
31.93 40. 00 1,040 1.6 48 
29. 85 30. 00 7380 1.3 39 
29. 20 33. 00 660 1.3 39 
24.28 30. 00 720 8 2“ 
29. 37 34. 00 680 1.3 39 
27. 21 34. 00 884 2.3 69 
30. 29 35. 00 980 L 51 
21. 81 33. 00 858 1.9 57 
30. 61 35. 00 910 1.3 39 
31.17 35. 00 910 1.9 57 
35. 99 30. 00 7380 2.3 69 
28. 63 38. 00 YBs 1.3 39 
21. 69 30. 00 780 2.0 60 
ND. icdnvurtindninnsdmeceikege 27. 64 33. 00 858 1.3 39 
Re Soe ee 26. 97 32. 00 704 1.6 48 
Maid abo fig ck wk hk 26. 56 32. 00 640 1.2 36 
Ns hte 8 se se ce ssuee 36. 44 37.50 975 2.3 69 
New Hampshire................. 23. 81 32. 00 832 1.9 57 
3 a a ae 32. 65 35.00 | 910 2.0 60 
Wer BiG. en ce 26. 08 30. 00 720 15 45 
TE og ae a 34. 58 45. 60 1,170 2.0 60 
ES Se + 21.15 32. 00 832 1.7 51 
earen DNR... 22... 2... 26. 12 26. 00 520 1.7 51 
Cash sddcnsd sdk dinkisdeleseee 31. 94 33.00 528 1.0 30 
GOON, «. Sis ceintie deonnshnccan 24. 28 28. 00 728 1.3 39 
cetera ia 32. 61 40. 00 1,040 1.7 61 
Io an le cece 29. 84 35. 00 1,050 1.8 54 
See Ses. Poco eee ced 27. 49 36. 00 936 3.0 108 
South Carolina 21.84 26. 00 572 1.4 42 
South Dakota..............- 23. 85 28. 00 560 1.2 36 
Te no ao aomongiemens 21. 62 30. 00 660 2.0 60 
Were wc ck ceetsea isa te 24.49 28. 00 672 1.0 30 
TOE: eats ithniicktetadeees Rta ee 30. 39 39.00 1,014 1.6 48 
TN hl a eel i 24. 27 28.00 728 1.6 48 
We ee ate eae 23. 53 28.00 504 an y 
EATERS ee 29. 32 35.00 910 2.6 73 
Work Vie o.oo iecnc cn ssumsiase 28. 05 30.00 720 L3 39 
[0 RRR 34. 80 42.00 1,113 1.4 42 
WON oi coe eterna 33.79 43.00 1,118 1.4 42 





1 Excluding temporary benefits and dependents’ benefits. 
3 Wage base times rate. 
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Under the 1938 law the maximum total of benefits paid a person with $1,300 
in base year wages was $240. Today a person with $1,300 in base year wages 
receives $1,105 for unemployment and $1,105 for sickness. Under the pending 
proposal he would receive $1,300 in each case. That is illustrative of proposed 
benefit expansions. 

Illustrative of costs is the tax schedule and its proposed expansion. In prae- 
tically all States the competitors of railroads have unemployment contributions 
varying from a fraction of 1 percent to a maximum of 3 percent or an average 
of around 114 percent of payroll with a $3,000 annual wage base. The present 
railroad contribution schedule requires 3 percent rate on railroads on a $4,200 
annual base when the fund balance is below $250 million. The pending bill 
proposes to expand the base to $4,800 and it is now proposed to increase the 
rate to 4 percent. Now, as to practical results, that would mean a maximum 
unemployment tax on the railroad of $192 per year on employees making $400 
or more a month in the year as contrasted with the average State tax on other 
employers of around one-fourth of that amount on employees with the same 
wages. 

It was most unfortunate that instead of following State patterns of adjusting 
taxes to costs, the railroad system built a large reserve by requiring a full 
3 percent rate, and in 1946 Congress also departed from the principle of keeping 
the railroad system roughly in line with State systems with respect to benefits. 

Since 1946, when sickness benefits were added to unemployment benefits under 
the railroad system, through September 1958, according to table 1 of the De 
cember 1958 Social Security Bulletin, the railroad system paid out $445.2 million 
in sickness benefits and $928.4 million in unemployment benefits. During that 
same period, State systems have paid out some $17.3 billion in unemployment 
benefits. 

Thus with an average dollar payroll coverage only 4.3 percent of State payroll 
coverage, railroad unemployment benefits have been nearly 5.4 percent of State 
benefits. In addition, railroad sickness benefits have been nearly 2.6 percent 
of State unemployment benefits. In combination, the two kinds of benefits 
paid by the railroads have been nearly 8 percent of total State benefits, but 
have been financed by railroad payrolls equal only to 4.3 percent of State pay- 
roll coverage. Unemployment benefit expenditures under any system, of course, 
fluctuate with the extent of unemployment among individuals covered by the 
system. Accordingly, I have read the average for the extended period January 
1946 through September 1958 for the above comparison. The resulting average 
benefit expenditure as related to average payroll coverage over an extended 
period furnishes a rough index of the comparative liberality of the railroad 
system and other systems. 

The average weekly benefit is another rough index. For September 1958 under 
State laws, the average weekly benefit was $30.66—some $6.13 per working day, 
according to table 10 of the bulletin. According to the Railroad Retirement 
Board’s Monthly Review for December 1958, page 20, average daily benefits 
for railroad workers was $8.15—some 388 percent greater than the State systems. 
The highest State was New York, which was recently liberalized—$6.92 per 
working day as compared with the railroad system’s $8.15. 

In determining on changes in the railroad unemployment insurance law, you 
will automatically be giving the answer to basic questions of how much prior 
work and in what period is necessary for a person to be eligible for benefits, 
what other conditions he must meet to qualify and how much per day or regis- 
tration period he shall receive, and for how long. These answers will likewise 
determine the extent the railroad system will be consistent with other systems, 
whether or not its protection is capricious, whether its costs will be bearable, 
and other fundamental considerations. 

To get practical answers to these questions, all unemployment systems, in- 
cluding the railroad system, employ certain conceptions. 

(1) The base period: In the railroad system and in practically all other sys- 
tems this is a 12-month period called the base year. 

(2) The potential benefit period, during which the base period earnings will 
be used to determine benefit entitlement, rate, and duration. The railroad system 
and practically all other systems employ a 12-month period called the benefit 
year. 

(3) The benefit formula, relating the size and duration of benefits in the benefit 
year to the individual’s base year earnings in work covered by the system. 

(4) Conditions which must be met currently by the claimant to qualify for 
benefits. Some of these are arbitrarily called qualifying requirements and some 
disqualifying conditions. 
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In considering the various current legislative proposals supported by the 
Railway Labor Executives’ Association, and those supported by the Association 
of American Railroads, your busy committee doubtless will be interested in 
conclusions which have been reached by State legislatures after detailed and 
lengthy consideration by their unemployment insurance committees of similar 
proposals made by their employer and employee groups. Members of these 100 
State legislative committees not only have time for detailed consideration, but 
also the great advantage of first-hand knowledge of the practical results of various 
types of unemployment insurance provisions. 

On several points I shall mention, the Association of American Railroads’ 
position is supported by the unanimous, or practically unanimous, decisions of 
these hundred legislative committees. Their decisions are important not only 
as precedents, but also because they are reflected in the State unemployment 
insurance systems. Many workers who work under both a State system and 
the railroad system are vitally concerned, as I shall point out, with consistency 
between the systems in matters such as determining a person’s base year. The 
railroad system’s departure from the normal in this respect sometimes means 
a period of unneeded and unusable contemporaneous protection by the railroad 
system and the State system and at other times no protection at all under either 
system. 

I have briefly described base and benefit years, benefit formula, and current 
qualifying conditions. Their present definitions in the railroad law are respon- 
sible for results, at least some which probably were not anticipated when they 
were originally prepared and proposed by the Railway Labor Executives’ Asso- 
ciation. 

For example, a person who came into railroad work 14 months ago and be- 
comes sick or unemployed, can qualify for no present unemployment benefits or 
sickness benefits under the railroad unemployment insurance system even 
though he is sick or unemployed from now until next July. But a person whose 
only railroad work was in January and February of 1957, 2 years ago, can 
qualify for either or both benefits right now and for benefits until July. A per- 
son with $4,200 in railroad wages in 1958 can qualify for 6 months of sickness 
and 6 months of unemployment benefits in the period July 1, 1959 to June 30, 
1960, but a person with as little as $2,700 total earnings from railroad work, 
equally divided between 1958 and 1959 can qualify for 6 months of sickness 
and 6 months of unemployment benefits in the period July 1, 1959 to June 30, 
1960, and again for 6 months of sickness and 6 months of unemployment benefits 
in the period July 1, 1960 to June 30, 1961. On becoming unemployed and 
applying today, he could draw no benefits. On applying next January he could 
draw benefits for a solid year. 

I give this as an example of the capricious results from not having a proper 
relationship between base years and benefit years. A principal proposal of the 
Association of American Railroads which I shall later describe will so correct 
the base-year benefit relationship as to eliminate capricious situations such as 
Ihave just illustrated. 

We believe that the change proposed by the railroad association which would 
gear the base year’s ending, and the benefit year’s beginning to the date the 
unemployment or sickness occurs, is fair and equitable. We do not believe 
that the provisions of section 303 of S. 226, which I shall also discuss, are fair 
and equitable. 

I cannot believe that anyone actually wants potential benefit rights from a 
4 or 10 or 52 weeks’ period of work to depend on whether the date of January 
1 occurred during the work period, or on how late in the period it occurred. 

Nor can I believe that anyone believes that when sickness or unemployment 
terminates an extended period of work, it should be necessary to look at the 
date on the calendar on which the unemployment or sickness occurred to find 
Me if or when the sickness or unemployment benefits can be paid, or for how 
ong. 

In view of the foregoing, the need of correcting situations resulting from the 
present technical base and benefit year provisions would appear to be generally 
conceded. The issue would seem to be what situations need correction and how 
they should be corrected. 

Likewise, inasmuch as the operation of our free enterprise system is based 
squarely on the financial difference between working and taking it easy, it is 
of basic importance that unemployment benefit checks, while providing a rea~- 
sonable floor of protection, be not so large in relation to pay checks as to destroy 





192 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


the incentive to work. Both S. 226, section 302, and the railroad association’s 
proposal to change the present benefit formula should be critically examined 
in this respect. 

To illustrate, if the proposed benefit formula in S. 226 will produce benefit 
checks to many individuals of as much as 87 percent of their normal pay checks, 
and if it systematically gives substantially larger benefit checks in proportion 
to pay checks to persons without dependents than it does to persons with de 
pendents, we submit that the formula needs revision. If under it a person who 
would receive pay checks totaling $2,848.30 for full-time work for a year would 
receive only $122.15 less if he worked 6 months and drew benefits for 6 months, 
it is a dangerous provision. Many people would sacrifice $122.15 to work 130 
fewer days in a year. This is what S. 226 would do, and we show how the 
railroad association’s proposal would equitably correct it. 

It is also of utmost importance that the definition of the hazard of unem- 
ployment which railroad unemployment insurance will cover be clearly de- 
fined to exclude unemployment arising from voluntary acts and unemploy- 
ment which involves no involuntary pay loss, or no pay loss at all. It would 
be folly for any insurance company to pay a person a fire loss on a house he 
deliberately or in anger burned down, or on a house whose burning caused him 
no loss. It is equally indefensible to pay benefits in some instances of unem- 
ployment or sickness. 

To illustrate, if John Doe, a railroad man, gets himself fired for violating a 
safety rule, his job loss is from his own act and should be at his own risk. 
But instead, under present railroad law, unlike the District of Columbia law 
written by Congress, or the 50-State law written by their legislatures, he can 
walk over to the railroad retirement claims man, apply for and receive unem- 
ployment benefits. 

If he gets jailed for misconduct and the Railroad Retirement Board gets 
notice of this fact, he may be disqualified for unemployment benefits as un- 
available for work and lose some days’ benefits on this technicality. The 
thought of this may make him ill. In that event, with the jail doctor’s certifi- 
eate that he is sick, he can receive full benefits while in jail as sick benefits, 
though obviously he is not losing a dime in pay because of his sickness. 

Likewise, contrary to the provisions Congress wrote in the District of Co- 
lumbia Act and the legislatures of all 50 States wrote in State acts, when he 
walks off the job on a lawful strike he can presently claim and receive strike 
pay financed by the railroads, by way of unemployment benefits. 

I shall discuss several situations besides those just illustrated, for which 
remedial clarifications of the unemployment risk are proposed by the railroads. 
Their remedy is imperative in view of the fiscal situation now faced, as well as 
being required by equity and good conscience and the public interest. 


BASE YEARS AND BENEFIT YEARS 


Ninety-six and four-tenths percent of all workers under State systems have 
individual base years and benefit years. An individual’s base year and benefit 
year are established at the time he files a valid claim for benefits. The associa- 
tion proposes that this be made applicable to the railroad system. There is a 
very simple reason why this plan has been adopted instead of a fixed base year 
January 1 through December 31, and a benefit year beginning the ensuing 
July 1 which are the railroad system’s present base and benefit years. 

The individual base year is better for the person eovered. His work and 
earnings which determine whether he can qualify for benefits and the amount 
of his benefits are in a 12-month period ending with, or reasonably near. the 
date he becomes unemployed. In contrast, persons today becoming unemployed 
and applying for benefits under the railroad system receive them on the basis 
of their 1957 wages. They may have worked continually and at a higher rate 
for the last 13 months, but this is disregarded in determining whether they can 
qualify for benefits and the size of their benefits. 

The fixed base year adds an unnecessary capriciousness to the railroad system. 
A person who became unemployed January 1 of this year after 15 months’ 
continuous work, had his eligibility and amount of benefits determined by the 
first 3 months of this work. He would qualify if today he became unemployed 
after 15 months’ continuous work, his rights would be determined by about the 
first month and a half of that work and he may or may not qualify. If his 15 
months ends a few days from now, he cannot qualify at all for benefits now. 
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The fixed benefit year likewise makes benefit payments capricious. A person 
who became unemployed last January 1 may qualify on the basis of work in 
his 1957 and 1958 base years for continuous benefits for 12 months. However, 
if he becomes unemployed June 30, he can qualify for 6 months’ continuous 
benefits until next December 31, and then is cut off from further benefits until 
the following June. 

I have heard no defense of the fixed base and benefit years except that it 
suits administrative convenience. That argument has not appeared sound to the 
States. The change we propose to individual base and benefit years will require 
the railroads to give a separation report on request, which they are prepared to 
do. But the procedure will not be substantially more difficult or time consuming 
than the report they are presently asked to give regarding a person’s last daily 
rate of pay in his base year. The railroads would give his last wage rate before 
he became unemployed, the number of days he worked and in which of the 12 
months he worked before becoming unemployed. 

Mr. Harper suggested that the railroad association’s proposal might involve 
difficulties and delays. However, here is what he said about the presently used 
last daily rate report, in his testimony before you in 1954 when he was sup- 
porting the adoption of the provision which requires the railroads to make 
such a report: 

“Ordinarily of sheer necessity, I have to depend upon the wisdom and the 
knowledge and the expertness of our Board staff. However, in this particular 
instance I am going to presume to give a statement just from a lay railroad man’s 
point of view. 

“The bill provides that unemployment insurance shall not be less than 50 
percent of the basic rate at last employment. 

“For the life of me I cannot see anything confusing about that. Simply and 
easily we can provide a space on the application form, ‘What was your basic 
rate on your last day of employment.’ 

“Now the suggestion has been made that there would be an opportunity, or 
that there would be perhaps a disposition to cheat on that. I do not think that 
is right, gentlemen. In the first place railroad men are not cheaters. In the 
second place it is too easy to be caught * * *. There is a provision in the 
Unemployment Insurance Act which provides penalties for false statements of 
that sort. Moreover, after an application is made a period of waiting, a period 
of 7 days, elapses * * * so that it would be a comparatively easy matter for 
the claims agent or the man who took the application to verify that last figure, 
if that became necessary. 

“So that I think—and I am not attempting, of course, to discredit our people— 
but I think they are fighting a windmill when they estimate the great addi- 
tional cost that will be entailed by this change in the formula. It seems to me 
like that there is scant basis for the belief that these great administrative obsta- 
cles will show themselves in actual and practical operation * * *. Moreover, 
it seems to me that if the end is desirable, certainly the administrative costs, 
unless they are exorbitant, should not stand in the way of the administration of 
this act and the greater benefits, if that is the will of Congress.” 

Mr. Harper’s current objections could equally well be made to section 303 of 
§. 226, for this section will itself often require separation reporting. It provides 
that in certain situations of unemployment the benefit year will “begin on the 
first day of the month in which such unemployment commences.” This applies 
to any person with 5 years of service meeting certain other conditions, who “is or 
becomes a qualified employee for the next succeeding benefit year.” For example, 
a person with $500 or more in wages in 1958 presently becoming unemployed 
would be such a qualified employee. He could presently be paid if this section 
were in effect on his base year 1958 wage record. 

To pay him would require, on the basis of a separation report, data as to his 
last daily wage and his total wages for 1958. The Railway Labor Executives’ 
Association and Mr. Harper support this proposal. No one has said or could say 
that it is not administratively feasible. Of course, this same method of reporting 
for everyone rather than just for the 5-year men is equally feasible. 

The provision is as follows: 

“For an employee who has 5 or more years of service, who did not voluntarily 
leave work without good cause or voluntarily retire, who has 14 or more consecu- 
tive days of unemployment, and who is not a qualified employee for the general 
benefit year current when such unemployment commences but is or becomes & 
‘qualified employee for the next succeeding benefit year, such succeeding benefit 
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year shall, in his ease, begin on the first day of the month in which such unem- 
ployment commences.” 

This provision, however, is inadequate and inequitable as it would relieve only 
a selected portion of the people affected. 

Other people in the same situation with as much or more recent work would be 
left without remedy. Relief would be given only to persons who at some time in 
their lives have worked in 60 months for railroads, even though they may have 
been out of railroad service for many years, except for 2 or 3 months of recent 
railroad work. 

Relief would be denied persons with less than 120 months of railroad service, 
even though they have had more than a year of continuous railroad service just 
prior to becoming unemployed or sick. It is difficult to understand the relevancy 
between a person’s present unemployment rights and his months of service which 
may have occurred many years ago. 

The underlying cause of the anomalous situation I have outlined is that exist- 
ing law, for administrative convenience, pays benefits in the first half of a cal- 
endar year Only to persons who had qualifying work in the second calendar year 
prior to such year. 

In contrast, the Railroad Association’s proposal would remedy the underlying 
cause of the situations I have described. Technically, it would amend sections 
1(m) and 1(n) of the unemployment law which defines the base or qualifying 
period as a calendar year and the benefit year as the fiscal year which follows it 
after a 6-month-lag period. Those present definitions have created both the 
situations I have described. 

The Railroad Association’s amendments would eliminate the 6-month-lag period 
and would make the qualifying year the 12 completed months ending when the 
person applies for benefits and the benefit year the 365 days following this 
application. 

Thus each person’s qualifying or base year would end and would begin at the 
time he first becomes sick or unemployed. 

Manifestly, this correction of the cause of the trouble is preferable to the 
Railway Labor Executives’ bill which merely rescues a select part of the victims. 

This proposed change to what are usually called individual benefit years and 
base years would require special individual wage reporting by the railroads and 
consequently would result in adding to their work and expense. 

But as everyone familiar with unemployment systems knows, this kind of 
basic change is necessary to avoid both the inequities I have described and 
several other serious anomalies such as entitlement to benefits after long sepa- 
ration from railroad work which I shall not discuss in view of the limited time. 


QUALIFIED INDIVIDUAL 


The second problem I should like to discuss requires appropriately amending 
the definition of “qualified individual’ in section 3 of the law. 

It, like the “base year” and “benefit year” definitions just discussed, needs a 
radical revision. Both the railway labor executives’ bill and the Railroad Asso- 
ciation propose revisions. But again when applied to the problem only the lat- 
ter’s proposal is adequate. 

The underlying situation is that with easy eligibility and attractively higher 
benefits, the railroad system currently pays benefits to persons who are not in 
the railroad labor market and typically should look to their State unemployment 
system. 

Practically everyone who works in commerce and industry is now covered by 
some unemployment insurance system. As relatively few individuals have pro- 
longed involuntary unemployment, those with relatively short recent coverage 
under the railroad system almost certainly have considerable recent coverage 
and benefit eligibility under some other system. 

Thus the question is not one of being liberal; instead it is that of selecting an 
effective requirement for the railroad system so as to preserve its fund from being 
used to pay unwarranted benefits to persons who, if in the labor market at all, 
are in that part covered by some other system. 

State systems by a uniform definition for localizing unemployment rights have 
largely solved the problem of individuals who qualify for unemployment benefits 
under more than one State system. 

As stated on page 8 of the U.S. Department of Labor’s book, “Comparison of 
State Unemployment Compensation Laws as of December 1955” : 
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“With 52 jurisdictions operating separate unemployment insurance laws, it is 
essential to have a basis of coverage which will keep individuals who work in 
more than one State from falling down between two or more State laws. * * * 
This definition provides for coverage of the services of a multistate worker in one 
State only.” 

But the railroad system has no comparable arrangement and must rely on its 
own qualifying requirements alone to avoid being drawn on by claimants who 
have spent more recent time working in employment covered by State systems 
than they have spent in railroad work. 

That this is not a minor problem is evident from the fact that for 1952 and 1953 
over 23 percent of persons who worked for the railroads in either year worked 
less than 6 months, and that for 1954 and 1955 nearly 20 percent had such 
easual railroad work. 

This is not an indication of unemployment but rather of shifting jobs. For 
example, in 1948, 1944, and 1945, when unemployment was at an alltime low, 
total railroad workers in a year exceeded the average number by from 14 
million to 114 million. 

In the year ending June 1956, 50,000 persons who could not realistically be 
called railroad employees were paid on an average $400, and a total of $20 mil- 
lion in railroad unemployment and sickness benefits. Nearly 8,000 persons drew 
as much in benefits as their total qualifying wages. 

None had worked for railroads as much as a third of the qualifying year. Over 
6,000 worked for railroads less than 40 full working days, according to my cal- 
culations, and nearly 15,000 less than 60 days in the entire year. 

Doubtless the great mass of these people worked in nonrailroad jobs, covered 
under other unemployment benefits systems, more than they worked in em- 
ployment under the railroad system. 

When unemployed, they should have drawn their unemployment benefits from 
these other systems. But eligibility requirements under the railroad system are 
inexcusably lax, and its benefits are high. 

Accordingly, your committee is faced with a practical problem of great im- 
portance to the railroad industry—that of so defining eligibility as to provide 
the railroads’ system benefits only to persons genuinely attached to railroad 
employment. 

The Railway Labor Executives’ bill recognizes but does little about this situ- 
ation. It proposes merely an increase in qualifying compensation from the 
present $400 to $500. Even a $1.97 per hour minimum wage employee could still 
easily qualify by working 32 eight-hour days. 

The railroad association has a more realistic proposal and should serve more 
effectively to limit railroad work to persons primarily connected with the rail- 
road industry rather than other employment. 

It would qualify only those persons with a third of a year of qualifying work— 
87 days of work or its equivalent, including some work in each of 2 months in 
the last half of the qualifying year and in 4 additional months sometime in the 
year. 

The theory of the requirement is that substantial attachment to railroad work 
should exist for at least a third of the base period and at least some tenuous 
attachment in half the months of the period. 

Requiring periods of qualifying work is fairer than the present law, which 
requires merely a flat amount of qualifying earnings. No flat qualifying amount, 
regardless of size, is equitable, as high-paid employees can earn any prescribed 
amount in a shorter period of work than can lower paid employees. 

This proposed requirement can hardly be termed harsh or drastic, as persons 
really attached to the railroad system easily meet it. Nor would a less realistic 
definition be justified in view of the actual situation. The present $400 require- 
ment and the proposed $500 requirement are not liberal to genuine railroad 
employees—instead, the liberality is to persons who could hardly be classed as 
railroad employees. 

ATTACHMENT TO RAILROAD LABOR FORCE 


Besides the problem of establishing appropriate prebenefit qualifying railroad 
employment requirements, there is the problem of appropriate requirements of 
attachment to the railroad industry at the time benefits are applied for or are 
being received. 

In this connection, we find in existing law certain inadequacies of provisions 
needed to limit benefits to persons currently attached to the railroad labor mar- 
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ket, whose unemployment is due to their sickness or involuntary lack of work 
and results in their loss of railroad wages. 

A basic requirement to test current attachments to the railroad industry is the 
registration for work and availability for work requirements. The individual, 
to receive unemployment benefits, must register regularly and must be available 
for work. 

Properly enforeed, this serves to limit benefits to persons only temporarily ab- 
sent from railroad employment and still in the railroad industry’s labor market, 

This requirement of availability is entirely absent in the law governing sick- 
ness benefits. As a result, sickness benefits are now paid persons who demon- 
strably are attached to other work, to housekeeping, schoolwork, or have other- 
wise removed themselves from the railroad labor market. 

While availability for work during the actual period of sickness is manifestly 
nonexistent, evidence of the individual’s availability just before he becomes sick 
can and should be required. 

The railroad association proposes provisions which should serve to exclude 
persons who are not in the railroad labor market and are suffering no loss of 
railroad wages—in many cases suffering no wage loss at all—because of their 
illness. 

It would define a day of sickness to include only days the individual can show 
he would have been available for work except for his sickness. Any person who. 
is in fact in the labor market can show that immediately prior to his sickness 
he was working, actively seeking work or at least registered for work. 

It would add a 90-day test. This is primarily designed to exclude persons 
who became sick after they have become firmly established in nonrailroad jobs. 
The section recognizes that people previously in railroad work may be out on 
strike, or may be unemployed and registered for railroad work, so these periods 
are excluded in computing the 90 days. 

With the adoption of the individual base and benefit years, every qualified 
individual is immediatley eligible for benefits—unless he has gone into nonrail- 
road work. Failure to register for benefits in 90 days thus seems to effectively 
negative any possibility of his being in the railroad labor market. 

The proposal also excludes from sickness benefits persons who are experienc- 
ing only the normal incidents of pregnancy in a maternity period, but provides 
that unreleated sickness may be compensated. 

I feel that provisions of the kind just described are appropriate, consistent 
with the theory of sickness benefits, and required to conserve the system’s funds 
for benefits to persons within the system’s purpose. 

The U.S. Department of Labor publication “Comparison of State Unemploy- 
ment Insurance Laws as of December 1956” says of the four State sickness 
benefit systems : 

“Under all the programs claimants must be unemployed because of disability 
and they may be declared ineligible if they withdrew from the labor market 
for reasons other than disability.” 



























































BENEFIT FORMULA 





The railroads are particularyy concerned with the levels of the unemployment, 
sickness, and maternity benefits proposed in S. 226. They seem to be indefensibly 
out of line in relation to the beneficiary’s normal paycheck and in relation to 
other recognized principles of unemployment and sickness programs. 

We can all agree that aside from the matter of benefit costs, there must be a 
substantial difference between a person’s normal paycheck and his benefit check, 
if his incentive to get back on the job is to be preserved. I cannot believe that 
we can properly pay benefits of such size as to reduce the financial inducement to 
work to less than 40 percent of the employee’s ordinary net pay. For example, 
if by regularly working throughout the year a person’s pay after income and rail- 
road taxes is $2,850 per year—some $11 per working day—it seems to me that we 
are acting against commonsense and the public interest if we reduce his work 
incentive to less than $4.50 a day by paying him a benefit above $6.50 per day. 

I have selected this particular illustration because this is the man with $14 
per day gross pay in the example on page 15 of the Board’s report 
submitted to this committeee regarding S. 226. Suppose he is a single man and 
averages 5 full days per week throughout the year. His net pay after his rail- 
road retirement taxes (which would be $245 under the proposed new schedule 
contained in S. 226) and his income taxes (which are $546) would be $2,849 for 
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260 days’ work—$10.92 per day. Under the withholding provisions his actual 
paycheck will usually be for somewhat less. 

Paying him a benefit of 60 percent of his normal paycheck or $6.55 per day, 
would reduce his work incentive to $4.37 for a day’s work—the amount by which 
his paycheck would have exceeded his benefit check. To work, he would also 
have to bear work expenses, such as getting to and from work out of this $4.37. 
Under the liberalizing amendments of last year, he could get this $6.55 even if he 
earned $3 on the particular day, and thus reduced his net pay loss to some $1.50, 
even if we adopted my suggested 60 percent maximum benefit rule and gave him 
daily benefits of 60 percent of his pay after taxes. I think 60 percent of pay 
after taxes is as far as we can safely go. 

As pointed out in the Railroad Retirement Board report, this man, on work- 
ing 50 weeks in his base year would qualify for benefits, not of $6.55, or 60 
percent of his regular pay after taxes, but of $9.50 per day, or 87 percent under 
the benefit schedule proposed in §. 226. Thirteen percent of his normal take- 
home pay after taxes, or $1.42 a day, is not enough to inspire a man to work 
rather than draw benefits. 

To get an overall picture of his work incentive, there is given below a schedule 
showing this man’s work incentive—that is, the difference under the schedule 
in the bill between his working full time, and in not working but instead 
drawing benefits for 2, 7, 22, and 26 weeks in the year. 

This schedule is as follows: 

Single man who works fifty-two 5-day weeks in his base year for $14 per day 
gross pay, and who in his benefit year works 50 weeks with 2 weeks’ benefit, or 45 


weeks with 7 weeks’ benefits, or 30 weeks with 20 weeks’ benefits, or 26 weeks 
with 26 weeks’ benefits. 


| 


| Less— 
Weeks worked Gross pay | Plus benefits| Net from 
| 
j 
} 


Railroad tax Income tax | 


work and 


$245. 70 $546 
235. 25 526 
212. 63 457 
141.75 260 
122. 85 206 


You will note that this table shows that if he worked 260 days—an average 
of 5 days per week for each week in the year—his pay after railroad retire- 
ment and income taxes would be $2,848.30. If, in his benefit year, he worked 
half the year, 130 working days, he would receive as total pay after taxes and 
benefits $2,726.15 for the year, as compared with $2,848.30 if he had worked 
the whole year. Thus, his net after taxes for the year would be $122.15 less 
because he drew benefits instead of working for 130 days—less than a dollar 
a day difference. 

If he does not like to lose this minor difference, he could take an occasional 
odd job for $2 or $3 on any days he draws benefits. Thus, he could bring up 
his income to as much—or more—than what it would have been had he worked 
full time. 

We must also consider benefit periods of longer than 6 months as the bill pro- 
vides for extended benefits which would greatly increase the number of cases 
where a person may draw benefits from July 1 of 1 year until July 1 of the 
following year. This would, of course, mean many more cases where the person 
we are discussing might be idle for one July 1 to the next July 1 with a loss 
in his net income of less than $1 per working day not worked—and at a cost 
for benefits to the railroads of $2,470. 

I cannot believe that the authors of the pending bill actually intended results 
such as I have outlined above. Certainly it is difficult to find any justifica- 
tion for this proposed schedule of benefits. The association strongly recom- 
mends that it be not adopted. A person’s benefits cannot exceed 60 percent 
of his normal pay after taxes if we hope to preserve his interest in regular 
full-time work. 

I have stated some of the reasons against paying benefits in excess of 60 
percent of a person’s net pay after income and railroad retirement taxes. The 
maximum liberalization within this limit can be extended to persons with 
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ne if the pay after taxes approach is used to determine the size of 
enefits. 

The whole idea of the benefits is to provide a floor of protection to an unem- 
ployed person related to his loss in earnings because of his involuntary unem- 
ployment. This loss cannot be properly measured by his gross pay before 
taxes. When the system was established, it did not matter much whether 
net or gross pay was used to measure benefits as practically no one who was 
paid benefits had any income taxes to pay and his net paycheck after taxes 
was 97 percent of his gross pay. But with changes in income tax and railroad 
retirement taxes, a steady unmarried worker who averages 5 days per week 
work throughout the year, and has gross pay of $19 per day, will have next 
year after income taxes and the proposed railroad retirement taxes, only $14.63 
per day after these taxes. A married man with 3 children and the same daily 
pay will have $16.62. One suffers $2 per day more in pay loss than does the 
other. We cannot properly ignore these take-home pay differences, when we 
liberalize benefits. As the married man in this case loses $2 per day more in 
earnings than does the single man, he should get a $1.20 larger daily benefit 
than does the single man. 

To place the overall picture before you of the differences between gross pay 
and actual take-home pay, the following table is attached showing full-time 
workers averaging 5 days a week for the year, and with gross daily pay at 
$1 intervals from $10 per day through $19, and net pay in various dependency 
situations. The proposed railroad tax on employees is used. Income taxes 
are computed on the basis of the short form return used by practically everyone 
interested in benefits. 


Gross and net pay of railroadmen—Net pay after railroad and income tazes 


Married man and— 


Gross daily pay Single man 


Repepient 1 child 2 children 3 children 
wife 


$8. 44 . § $9. 33 
9. 20 5 


10. 13 
10. 87 
11. 56 | 
12. 50 
13.12 
13. 87 
14. 63 | 
, 9 15. 43 
14. 63 6 16.15 | 





WAITING PERIOD AND UNEMPLOYMENT 


Section 302(a) of S. 226 makes changes in the days of unemployment in the 
first registration period required for benefits to be paid. This will open up 
the system to many small claims. No unemployment system in the United 
States, or, I believe, in the world, other than the railroad system, ever pays 
a person for a 10-percent loss (caused by 1 day’s unemployment) in his normal 
earnings. Under the railroad system this small loss is presently compensated, 
but only after four times this loss has been suffered in an initial 14-day regis- 
tration period. Under section 302, the additional requirement for this first 
registration period could be eliminated and the first time a 10-percent loss 
occurs in a 2-week period a benefit could be paid. 

Under all but a very few systems, the employee must stand the entire loss 
of unemployment in the first week he is unemployed in a benefit year. This 
is generally called the “waiting period.” After this waiting period he can qual- 
ify for benefits when his wage loss in a week is substantial, but not otherwise. 

The railroad system does not pay benefits on a weekly basis but on the basis 
of a 14-day “registration period.” To get benefits in his first registration period 
in a benefit year, a person must have more than 7 days of unemployment. The 
period normally has 2 Saturdays and 2 Sundays and 10 workdays. To meet 
the requirement for the first period he must have, besides the 4 days he usually 
does not work, 4 additional days of unemployment. This means that in this 
2-week period he must be unemployed an average of 2 of the 5 normal working 
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days in the week. It means in substance that he must have a 40-percent pay 
loss for the first period. 

After he has once met this requirement, he gets benefits if he is unemployed 
even 1 of the 10 normal work days in a 2-week registration period. 

The same rule applies to sickness benefits. 

States usually, like the railroad system, disregard small amounts of earn- 
ings while not in regular employment. Most States disregard $2 to $5 per week 
for benefit purposes—the railroad system up to $3 per day averaged over the 
registration period. Under State systems, earnings above these amounts are 
deducted from the weekly benefit amount in determining whether any benefit 
will be paid and, if so, how much—excepting New York, which has an “effective 
day” system. The rule in four States is (1) if earnings are less than half the 
weekly benefit amount full benefits are paid; (2) if earnings are equal to from 
one-half to the total weekly benefit amount, half the benefit is payable. If 
earnings exceed the weekly benefit amount no benefits are paid. 

In Maryland, one of the very few States without a waiting period, a per- 
son cannot receive a benefit for any week in which his compensation exceeds 
his weekly benefit plus $7. An individual whose “high quarter” average daily 
pay is $17—$85 per week—can draw at most $35 benefit for a week of unem- 
ployment. If his earnings exceed $42, he can draw no benefits at all. Thus, if 
he works 3 days and earns $51, he would not be eligible for benefits. If he 
works 2 days and earns $34, his total benefits for the week would be $8, or 
about 23 percent of his benefits for total unemployment. If he works 1 day, 
his benefits would be $25—about 71 percent of his benefits. 

Under the present railroad system, assuming that the 14-day registration 
period is the first in his benefit year, a person who works 6 days has 8 “days 
of unemployment” and can draw benefits in days of unemployment in excess 
of 7. Assuming he earns $17 per day, his benefit under existing law is $8.50 
for the 2-week period. Thus, for his first 2 weeks of unemployment his treat- 
ment is comparable with the way he would be treated under Maryland law. 

The pending bill would change his present treatment under the railroad law. 
If he has 8 “days of unemployment”—that is, he worked 6 days in his first 
registration period, he would receive four times $10.20, or $40.80 in benefits. 

New York bases its benefits for a week on “effective days” except that if 
$36 is earned in any week no benefits are paid for that week. A person unem- 
ployed on 3 of the 7 days in the week has no effective days. If unemployed 
on 4 days—which means that he worked on only 3 days—he gets one-fourth of 
the full benefit for the week. If unemployed 5 of the 7 days—which means 
that he works only 2—he gets half the full benefit. If he works on 1 of the 
7 days, he gets three-fourths of the full benefit, and if unemployed all 7, he 
gets full benefits. 

Compared with the railroad retirement system, after the first registration 
period, it works out this way for not working on 1 or more of the 5 normal 
workdays: 

[Percent of benefit} 


Railroad | New York 


1 day lost 

BOO MR... 28g dbaaboickcidddeeuhamiddas thé ddinnkab une tudanatoutntcdeusine Sui 
3 days lost 

4 days lost 


None 
25 


50 
75 


The New York schedule does not apply if the person’s gross pay for the week 
is $36. As previously stated, no benefits are paid in such a case. Under this 
$36 rule, the bulk of railroad employees could not qualify if they worked 2 or 
more days in the week. 

In New York, before any benefits will be paid in a benefit year, a person must 
first have 4 effective days—for which he gets no benefits. “Effective days” are 
defined as days of unemployment in excess of 3 in a week. Thus, suppose he is 
unemployed a full week. This gives him 4 effective days and constitutes a 
“waiting period week.” If, and only if, he has less than 4 days of work in the 
next week can he receive benefits for that week. 

The railroad system currently has what might be termed a 3-day waiting 


period at the beginning of the benefit year. It is now proposed in S. 226 to 
eliminate this. 
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The present railroad rule is much more lenient than State laws for the initial 
registration period. We propose that it be amended so that payment will be 
made only for days of unemployment in excess of 5 working days, instead of the 
present 3. This would put it on the basis of a waiting period week. More im- 
portant, it would prevent claimants from getting a benefit for every workday 
lost unless they had first suffered a week’s pay loss. 


CURRENT QUALIFYING CONDITIONS 


Besides meeting base year minimum work requirements designed to limit bene- 
fits to persons normally in work: covered by the system, every State law, and the 
railroad law, imposes as a continuing condition “availability for work” require- 
ments, and certain other conditions designed to limit the system’s protection to 
persons who currently are genuinely in the labor market. 


1. Availability for work and registration for work 


Section 1k of the Railroad Unemployment Insurance Act defines “day of un- 
employment” for benefit purposes and provides that such a day “with respect to 
any employee, means a calendar day on which he is * * * available for 
work * * *,” 

Section 12i of that act provides that “the Board shall prescribe a procedure 
for registration of unemployed employees at employment offices. Such proce- 
dure for registration shall be prescribed with a view of such registration afford- 
ing substantial evidence of unemployment of the employees who register * * *.” 

Section ih defines, for benefit purposes, “registration period” as one “which 
with respect to any employee * * * begins with the first day for which such 
employee registers at an employment office * * *.” 

Quite obviously the purposes of the registration and availability of work 
requirements above quoted are to carry out the intent of the law that benefits 
shall not be available to persons who have not registered for work and have 
otherwise shown that they are currently available for work. On the basis of 
this intent, section 325.12(c) of the Board’s regulations contains the general 
rule requiring that no registration shall be retroactive by more than 6 days, and 
further, that the board may require that the registration be made on the very 
day. The only exceptions made to the above are certain unusual hardship situa- 
tions which the claimant has the burden of proof of establishing. 

I beg your indulgence for my going into this much detail. I do so only be 
eause of the fundamental importance of employment office registration in 
maintaining basic unemployment insurance purposes, and because it is directly 
involved in section 303(b) of S. 226. 

This section would, under stated conditions, pay certain persons who have 
not established claims under the Temporary Unemployment Insurance Act of 
1658 “benefits for days of unemployment, not exceeding sixty-five, which occur in 
registration periods beginning on or after June 19, 1958, and before April 1, 
1959 for which benefits otherwise would not be payable. 

The section ends with the statement that “except to the extent inconsistent 
with this subsection, the provisions of the Railroad Unemployment Act shall 
be applicable in the administration of this subsection.” 

I understand that the language of this subsection is exactly the same as that 
contained in a bill reported out last year by the Senate Committee on Labor 
and Public Welfare. It was manifestly intended that to receive these temporary 
extended benefits the person concerned would have to comply fully with the 
normal registration for employment required of regular railroad unemployment 
benefit claimants. In short, it was intended to act essentially for future unem- 
ployment, like the Temporary Unemployment Act—not retroactively. For it 
was made applicable only to unemployment occurring after June 19, 1958. 

Your committee could, of course, report out the section with June 18, 1958, 
stricken out and some future date substituted. The practical result, however, 
is that only a very short period of unemployment—that occurring between March 
1, 1959, and April 1, 1959, would be compensated.. That, of course, would also 
be the result under the Temporary Unemployment Act of 1958 if any of the 
many States who have not so far elected to do so, now elected to pay benefits 
under that act. It does not permit retroactive benefits. 

At this point, I should like also to invite your attention to the provisions of 
section 303(a) of the bill which would amend section 2(c) of the Railroad 
Unemployment Insurance Act. This amendment to section 2(c) would provide 
extended benefits to persons with 10 or more years of railroad service after 
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they have exhausted their normal benefit rights. Section 308 provides that sec- 
tion 303(a) “shall be effective * * * in extending benefit periods which begin 
after December 31, 1957.” The provision, if it had been adopted last session 
of Congress, would have meant, except for a few days, payment of future 
extended benefits, i.e, for unemployment after June 30, 1958. 

Both section 303(a) and 308(b), in now using the June 30, 1958, effective 
date, present the same general issue—whether there should be retroactive pay- 
ments of unemployment benefits for periods going back to last June where 
there has been no registration at employment offices, and no other “availability 
for work” or other normal tests and procedures. 

It seems clear that this is the same kind of issue that faced the Congress 
when, after months of delay, it finally enacted the Temporary Unemployment 
Compensation Act. Many persons had extensive unemployment during the 
time the legislation was pending. If it had been promptly passed, this unem- 
ployment would have been met with benefits. But doing so retroactively, when 
finally passed, would have been counter to unemployment insurance theory and 
practice. So it was not made retroactive. This precedent should govern here. 

Retroactive payments by necessity would be to persons who did not register 
for work. This and other qualifying requirements cannot in fact be met retro- 
actively. It would be futile to have persons register today for job opportunities 
open last summer. 

Before leaving this proposed permanent amendment to section 2(c) might I 
also point out that it violates another basic rule—that unemployment insurance 
is by nature temporary. It is an amendment that when applied to the 15- 
year railroad serviceman would string out his unemployment benefits to a greater 
extent than any system I ever heard of except in England where such a system 
became known as the dole and was reformed. A person with 15 years’ railroad 
service becoming presently unemployed could begin drawing benefits today, 
draw until next January under existing law, draw from January 1960 until 
July 1960 under the proposed extended benefit provision, then draw for several 
additional months under existing law and then again draw 6 months more 
under the proposed amendment. 

The section as applied to the person with between 10 and 15 years’ railroad 
service would give him 3 months extended benefits. Under some circumstances, 
he could bridge the benefits between 1 benefit year and another though not 
entirely when the period between the 2 benefit years was more than 3 months. 
The railroad association is opposed to these extended benefit provisions. Both 
are entirely wrong in principle and we urge that the entire provision be stricken 
from the bill. 

BENEFITS TO STRIKERS 


One point that all State legislatures have agreed upon—and that Congress 
concurred in when writing the District unemployment insurance law—is that 
a person who voluntarily walks off a job should not be able to stroll over to 
the unemployment office for unemployment benefits. He is, at this point, volun- 
tarily unemployed. This is true whether he walks off alone and is, in unem- 
ployment insurance jargon, a voluntary quit, or walks out with others on a 
strike. 

As stated in BES No. U-141, the U.S. Department of Labor Publication 
“Comparison of State Unemployment Insurance Laws as of January 1, 1958”: 

“In 49 States, labor dispute disqualifications last, in general as long as the 
labor disputes * * * only two States provide for a definite period of disquali- 
fication. In New York a worker who lost his employment because of a strike 
or lockout * * * can accumulate ‘effective days’ after the expiration of 7 weeks 
and the waiting period * * *. In Rhode Island a worker * * * is entitled to 
benefits * * * after a 6 weeks’ disqualification period and a 1-week waiting 
period.” 

A most important consideration is that unemployment insurance should be 
neutral in labor disputes. To this end all acts provide that benefits shall not 
be denied for refusing a job in a struck plant. Similarly, all acts except the 
Railroad Act prevent unemployment insurance from being used as a device to 
make an employer, or an industry, finance strike benefits. Whether there are 
many strikes, or whether the strike is lawful or unlawful, or authorized or 
unauthorized by a union is not germane to this issue. The legislatures have 
used the term “labor dispute” or the terms “strike or lockout” so as to make 
clear that the State law does not require or permit the unemployment insurance 
administrator to decide on lawfulness of or union authorization for strikes, or to 
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assess blame on either side. The provision simply makes clear that the system 
does not cover unemployment of persons participating in labor disputes, 

The fact is that the claimant should not be paid benefits under basic prin- 
ciples. He is not involuntarily unemployed due to lack of work. He is not 
looking for a job. Instead, he is trying to better the hours, wages, or working 
conditions in a job he already has. 

The Railroad Association’s position is based on the foregoing considerations, 
It is that there is no justification for the portion of section 4(a—2)iii which 
permits payment of strike benefits. These strike benefits are paid unless the 
Railroad Retirement Board finds, and I quote, “that such strike was commenced 
in violation of the provisions of the Railway Labor Act or in violation of the 
established rules or practices of a bona fide labor organization of which he 
was a member.” 

This kind of finding is not germane to the basic issue, whether employer 
financed unemployment insurance should pay strike benefits, nor is it consistent 
with the companion provision of section 4(c) which makes no distinction 
between “lawful” and “wildcat” strikes but excuses any claimant for benefits 
from accepting a job which, and again I quote, “is vacant due directly to a 
strike, lockout, or other labor dispute.” 

Quite a body of laws and regulations now attach to labor disputes under 
Taft-Hartley and under State laws, as well as under the Railway Labor Act. 
These are all designed to protect the public interest as well as to provide fair 
rules for labor disputes. To this end they impose various restrictions on labor 
and management. But this fact affords no basis for a provision under any 
system making employers pay strike benefits to strikers, regardless of whether 
the strike violates the law or a union constitution, rules or practices. 

The fact is that strikes and strike threats are basic economic weapons pro- 
viding a background to collective bargaining. To add to these, the further 
weapon that the employer must indirectly finance the strike through his unem- 
ployment taxes is not fair play. It violates basic unemployment principles. 

How can there properly be one rule for striking railroad employees and a 
contrary one for other strikers? 


“VOLUNTARY QUITS,” “JOB REFUSALS” AND “DISCHARGES” 


Two other current qualifying conditions found in all State laws and in the 
Railroad Unemployment Insurance Act are usually referred to as “voluntary quit” 
and “refusal of suitable work” requirements. 

The philosophy of these provisions emphasizes the point that I previously 
made—that the provisions are not penalties, but only limitations as to what 
unemployment the system “insures.” Without these limitations the State systems 
would provide 6 months’ paid vacations—the railroad system frequently twice 
as long. 

An essential part of the free enterprise system is that people decide for 
themselves when and where they will accept work and when they will quit work. 
But if Government attempts to guarantee an individual against the fiscal 
consequences of his decision not to work, how long could we endure before 
this basic right is in jeopardy? 

The “quit” provisions, the “refusal of suitable work” provisions, are intended 
to avoid Government’s guaranteeing against consequence of decisions not to 
work. They are intended to preserve, not to infringe these rights—just as the 
“strike” provisions are not intended to penalize the right to strike, or the qualify- 
ing definitions of “unemployment” are not intended to penalize persons who 
work in denying them unemployment benefits while they are working. 

The provisions should be simply used in defining the risk covered and excluding 
unemployment situations controllable by the voluntary action of employee from 
being “insured” by unemployment insurance. 

If a person leaves his job to take another job and shows the bona fides of 
his intention by working a few weeks on the new job, the “voluntary quit” 
provisions of present law do not then apply to him. If he subsequently becomes 
involuntarily unemployed, this is not caused by his quitting the first job and 
he is entitled to benefits. 

It is our position that any person who voluntarily quits should be permitted 
to draw benefits only if he takes another job and works at least 4 weeks. The 
Railroad Association accordingly recommends that the present section 4(a-2) 
(i) excluding from a “day of unemployment” the first 30 days after a voluntary 
quit be amended to exclude “any of the days beginning with the day with respect 
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to which the Board finds that he left work voluntarily without good cause 
connected with his work, and ending with the fourth calendar week with respect 
to each of which the Board finds that he shall have earned pay of not less 
than $25.” 

Any person shifting from his job to a new job would therby run little risk 
of losing his unemployment protection under this “‘voluntary quit’ language. 
And the system would at least be partly protected from paying benefits to volun- 
tarily unemployed. 

Under this provision a person quitting a job for the purpose of looking around 
for a job which suits him better would, of course, run the risk of not finding 
one. But that is part of our economic way of life. Under the Railroad Associ- 
ation’s proposal, when he does find one, even though it may be mediocre, he 
would after 4 weeks’ work be outside the above “voluntary quit” provision. 
This would be true even if he tried out three or four jobs. The system would 
again guarantee his not becoming unemployed through no fault of his own. It 
would pay him unemployment benefits if his last job folded up on him. 

The third situation, where a person may at present quit work to take an 
extended vacation, with the expectation that he would have a paid vacation 
after 30 days, would be corrected by the proposal. The requirement of getting 
some substantial work before they could subsequently claim to be involuntarily 
unemployed would tend to minimize the number who would expect the unemploy- 
ment system to provide them with paid vacations. 

A fourth situation is where persons quit because they are withdrawing from 
the labor market, to attend school, to farm, to look after their home, or for some 
other reason. The railroad industry should not be called upon to pay these 
persons benefits. Theoretically, under the “availability” requirement these may 
not qualify for benefits while so withdrawn. Actually, many do. 

It might be observed that both this group and many of the “paid vacation” 
group cannot, in fact, meet the availability for work test which also delimits 
the system's responsibility for unemployment. The important practical point, 
however, is that in actual administration they may get by for weeks of benefits 
on a claimed availability unless it happens that they are officially confronted 
with a job offer. 

If our proposed provision is adopted, those who have voluntarily gone on 
vacation or have left the labor market can still overcome their disqualification— 
but not merely waiting 30 days before claiming benefits. Instead, they must take 
the affirmative act of actually getting work for 4 weeks. This, of course, may 
be difficult occasionally, but this is a risk they assumed when voluntarily quitting 
their jobs. It is much more reasonable that they continue assuming it until they 
get another job than to ask the railroad industry to assume it after 30 days. 

As previously mentioned, some who have, in fact, left the labor market fre- 
quently can get benefits on the claim that they are available for work—at least 
until they have rejected an offer of suitable employment. The voluntary quit, 
nonavailability for work, and job refusal in this case are all symptomatic of the 
individual’s frame of mind. His leaving the labor market may have occurred 
because of some situation with which we are most sympathetic. But that does 
not justify using unemployment benefits to cover a risk it is not designed to 
cover. 

As in the case of the person who voluntarily quit suitable work, a person who 
refuses suitable work should assume the full risk of his further unemployment. 
His right to refuse cannot be infringed, but unemployment insurance should not 
underwrite his refusal. Refusal with the knowledge that, at most, under present 
law it will merely suspend his benefits for a few days is not consistent with 
individual dignity nor with the purpose of the program, nor is its financing by 
employers’ taxes justified. He should be treated by amendment to section 
4(1-A) (11) in the same way it is proposed to treat the voluntary quit. 

A further current benefit condition found in every State law is that benefits 
are not paid for unemployment due to the employee’s misconduct connected 
with his work. 

As stated in the Labor Department publication I previously mentioned : 

“The provisions for disqualification for discharge for misconduct follow a 
pattern similar but not identical to that for voluntary leaving.” 

This is quite understandable. Each became unemployed because of his volun- 
tary act. Certainly neither a person who quits a good job nor a person who gets 
himself fired by punching a fellow workman in the nose or leaving a switch open, 
can be said to be unemployed through no fault of his own. 
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I am unable to follow an argument that has been advanced that to have the 
Board deny benefits on the basis that an individual was discharged for mis- 
conduct would in some way interfere with the ordinary union-management 
grievance procedures. Misconduct determinations are currently being made in 
the administration of every State unemployment system. I cannot ever recall 
any union spokesman demanding that the “misconduct” provision be stricken 
out on the theory that it interfered with union-management grievance procedures. 

Presumably union-management grievance procedures normally follow any 
situation where an employer attempts to get an employee to do work described 
in section 4(c) of the Railroad Unemployment Act—where, to quote from this 
section, “acceptance of the work would require him to engage in activities in 
violation of law or which, by reason of their being in violation of reasonable 
requirements of the constitution, bylaws, or similar regulations of a bona fide 
labor organization of which he is a member, would subject him to expulsion 
from such labor organization.” 

To administer this section, the Board must interpret and apply its provisions 
to benefit claimants. It is part of the suitable work provisions. If the Board 
ean administer this provision without interference with union grievance pro- 
cedures, I fail to see why it could not similarly administer misconduct cases. 

In determining on appropriate benefit consequences of leaving or refusing 
suitable work without good cause or discharge for misconduct connected with 
the work, it seems important to me that these, like the other current conditions, 
be viewed basically as limitations of the contingency covered. Unemployment 
benefits are denied in many situations to sick persons, mothers whose family 
situation makes holding a job impossible, and others unavailable for work. 
These are not denied as a penalty for being unavailable for work, but because 
the system cannot properly insure persons against being unavailable for work. 
Nor can the system properly underwrite the consequences of being unemployed 
due to on-the-job misconduct. 

A person who leaves a good job, whether because he thinks he can find a better 
one, or because he is tired of working, or who brought on his unemployment by 
his misconduct, should be unemployed at his own risk, not at the risk of the 
unemployment insurance system financed by his former employer. 

The Railroad Unemployment Insurance Act presently provides that after 30 
days he need no longer assume the risk of quitting his job—he can then begin 
receiving benefits financed by railroad taxes. In the case of discharge for job- 
connected misconduct, however, he gets benefits immediately. Are these fair 
rules? Are they required by the public interest? Idonotthinkso. The answer 
which 10 States have come to for misconduct is that he is not again insured until 
he gets another job and holds it for a reasonable period. This would appear 
preferable to a flat disqualification period 15 States have adopted, or variable 
durations which are decided administratively by the remaining States. These 
may run as high as 24 weeks in Texas and 16 weeks in Kentucky. Eighteen 
States likewise cancel out benefit rights. Seventeen provide for longer periods 
when the misconduct is aggravated. 

The position of the Association of American Railroads is that a person who 
becomes unemployed through misconduct connected with his work should cer- 
tainly fare no better than one who becomes unemployed by quitting, or other 
voluntary act, and his unemployment should be clearly written out of the system 
to the same extent previously suggested for “voluntary quits.” The association 


accordingly suggests that this be provided by an additional subsection added to 
section 4(A-2) of the act. 


SICKNESS BENEFITS AND MATERNITY BENEFITS 


The association proposes that railroad employees pay half the cost of sickness 
benefits, and that maternity benefits be discontinued. 

I might point out that when American unemployment insurance systems were 
established, it was generally thought that these would be financed by employers 
and employees, and several States originally did so. But the Federal forcing 
tax was imposed only on employers, and the theory grew up that, due to the 
employer’s position to regularize employment at least to a substantial degree, he 
should pay the cost of unemployment insurance. 

However, radically different considerations apply to sickness benefits. The 
employer is already held liable for disabilities attributable to him. Sickness 


is essentially a personal, non-job-connected phenomenon that everyone is sub- 
jected to. 
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Sickness benefits were first adopted in Rhode Island. It was one of the few 
States with employee contributions toward unemployment compensation, and 
these contributions were shifted to, and afford the sole financing of, the Rhode 
Island cash sickness benefits. 

California and New Jersey, each of whom had employee contributions, likewise 
established sickness benefits largely financed by such contributions. 

New York also has adopted sickness benefits. These, too, are very substantially 
financed by employees covered. 

The railroad system is the sole American system financed wholly by employers, 
and I know of no foreign system so financed. . We know of no tenable theory justi- 
fying this unique railroad system financing. We feel that, with employee partici- 
pation in the costs, the system would be much better protected against chiseling. 
I cannot but believe that employee opinion would be adverse to claimant practices 
which would waste employee-contributed funds and threaten to increase employee- 
contribution rates. 

It is possible that employees as well as the railroads would support the proposal 
of terminating maternity benefits if employee contributions were levied to finance 
these benefits. 

There would, of course, be a better argument for maternity benefits with 
employee financing, like Rhode Island where employees pay the entire bill, than 
there is under the railroad system where the cost is borne wholly by the railroads. 
But even the Rhode Island system limits pregnancy benefits to 12 weeks except 
in cases of unusual complication as a result of childbirth. In all cases, duration 
under this system is limited also by the woman’s potential benefit duration in 
terms of base-period wages. 

The other three State programs rule out pregnancy. As stated in the U.S. 
department publication I previously mentioned : 

“New Jersey does not pay for any period of disability due to pregnancy, mis- 
carriage, or abortion. California provides payments only for disability which 
lasts more than 28 days after termination of pregnancy, and New York only for 
disability which occurs after a woman has worked in covered employment for at 
least 2 consecutive weeks following the termination of pregnancy.” 

I shall not raise the question as to whether pregnancy, like sickness, is the 
occasion of an involuntary wage loss, or the further question of whether maternity 
benefits should be financed by payroll taxes. Instead, I shall only observe that 
the social need for such benefits has not been indicated by any widespread adop- 
tion of such programs in the United States, nor does there appear to be any 
substantial pressure for doing so. 

There is no significance in railroad employment which should single out the 
small percent of its employees who are of childbearing age and sex, as requiring 
maternity benefits. It can hardly be their pay rates, in view of the railroad pay 
seales. If anything, these rates should serve as a basis of reducing rather than 
emphasizing any possible justification for maternity benefits. 

The association’s proposal would terminate these benefits next June—except 
for maternity benefits being paid on that date. 

Railroad employees work under contracts where a person holding a job re 
ceives the same pay regardless of sex—and I understand that the present mini- 
mum rate is $1.97 per hour. These facts alone would seem to demonstrate that 
neither equity or social need requires continuance of maternity benefits. 

Mr. Chairman, in conclusion, I should like to express my appreciation to your 
committee for its patience in listening to this extended statement dealing with 
these several important matters. At the same time, I should apologize for 
giving some of these matters the sketchy treatment necessitated by time limita- 
tions. I believe that a large part of what I have said in dealing with the 
complexities of the railroad system boils down to this: 

1. That the general unemployment insurance concept of paying a person who 
becomes unemployed a substitute by way of benefits, of the wages he has just 
lost, requires the scrapping of the calendar base year-lag period and benefit year 
provisions of existing law ; 

2. That the general concept of replacing an equitable portion of a person’s 
pay loss requires gearing his benefit to his normal paycheck rather than to his 
gross wages before tax withholding, and to his take home daily pay rate rather 
than to his total of gross wages in his base year ; 

3. That the general concept of protecting railroad pay loss of genuine rail- 
road employees requires a basic revision of the base period test of qualified em- 
ployee, and also a revision of definitions dealing with his current unemployment 
situation—the definition of “day of sickness,” must be revised. It should be 
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made clear when the claimant is, and when he is not, suffering an involuntary 
pay loss which should be compensated ; 

4. That in fixing benefits the public interest and the employees’ interest re- 
quire that benefits of no claimant shall be at such levels as compared with his 
paychecks, as to impair his work incentive, and finally ; 

5. That, like permanent disability is now, temporary disability arising from 
sickness, should be financed jointly. by railroad employers and employees. 

Mr. Chairman, I should like to request on behalf of the Association of 
American Railroads that its proposed amendments both of retirement and un- 
employment benefits and tax provisions be accepted for inclusion in the printed 
record following my testimony. 

Mr. Canon. I shall start by following the text rather closely for 
the first few pages, and then I will omit matter from time to time. 

By way of general preface, I shall state the almost universally agreed 
principal objective of unemployment insurance, as I shall refer to this 
key objective from time to time. Unemployment insurance is intended 
to provide, within reasonable cost limits, to persons normally em- 
ployed but currently unemployed due to lack of work. and through no 
fault of their own, temporary benefits reasonably related to their 
normal earnings and of such size as to afford a reasonable floor of 
protection but not to impair their incentive to seek and engage in 
suitable work. You will find a description of the various viewpoints 
of the purpose and major elements of the program in the Ways and 
Means study, “Issues in Social Security,” made by its technical staff, 
which I headed in 1946. 

My statement today is largely directed to the way the amendments 
in the pending bill meet or fail to meet the general objective I have 
stated, and how the proposed alternatives of the Association of Ameri- 
can Railroads would meet this objective. 

It seems manifest that S. 226 would fail to meet one of the elements 
of sound unemployment insurance to which I have referred, that is, 
providing benefits within practical cost limits. Your committee has 
already heard the cost estimates of the Railroad Retirement Board. 
You have heard the change, I presume, of the employee member of 
the Board from his original position that the bill should be passed 
without amendment to a position that the proposed tax rate of 314 
percent should be increased. You have also heard the same view, I 
am sure, expressed by the spokesman of the Railway Labor Executives’ 
Association. 

It has also been made plain by the testimony that further amend- 
ments would be necessary to insure the making of payments which 
would be required under the proposed bill during the next few 
months—expenditures would so exceed receipts as to more than ex- 
haust all funds presently in, or coming into, the account. during this 

eriod. And as I remember the estimate, it was that the deficit would 

e from some $25 million to perhaps as much as $75 million, if I re- 
member those figures, for the period ending June 30 of this year. 

When the original Railroad Unemployment Act was enacted, it was 
recognized by the spokesman for the Railway Labor Executives that 
there should be a general conformity in certain respects with the 
State-Federal systems of unemployment insurance. 

Since that time there has been a great and steady increase in dis- 
parity between the benefits provided and other features of State sys- 
tems and the railroad system. It is to be expected that the railroad 
practical minimums are considerably higher than those of the States 
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since class I railroad employees have a practical minimum wage of 
some $1.97 an hour, which under the existing half-pay formula is a 
weekly benefit of some $39.40. But it is difficult to justify the fact 
that. the benefit paid these $1.97-per-hour persons under the existing 
railroad law is higher than the maximum in the great bulk of our 
States and that the pending proposals would make benefits still 
higher. The table m my prepared statement shows the maximum and 
average benefits being paid in each of our States. 

I call to your attention the footnote that the totals given exclude 
temporary benefits that are now being paid and also exclude depend- 
ents benefits in the few States which pay dependent benefits. It does 
not include them because you just cannot tabulate them, some of 
them, the way they are framed. Also you will notice the maximum 
general tax per employee is the wage base times rate. The only two 
States where taxes are anything like $100 are Rhode Island, $108, and 
of course, as you would expect, Alaska, $126. Remember, the pending 
bill and a 4 percent rate would make the railroad maximum tax per 
employee $192. 

Under the 1938 railroad unemployment law the maximum total of 
benefits paid a person with $1,300 in base year wages was $240. To- 
day a person with $1,300 in base year wages may receive as much as 
$1,105 for unemployment and $1,105 for sickness. Under the pending 
proposal he will receive as much as $1,300 for each contingency— 
exciusive of the proposed extended benefits. 

It is true that living costs have gone up, but so have wages. The 
$1,300 man of 1938 shiebalaly earns $3,500 now. The pending bill pro- 


poses to pay him $9.50 a day, $47.50 a week, a possible total of $1,135 
for unemployment and $1,135 for sickness, over nine times his 1938 


maximum. 

Illustrative of costs is the tax schedule and its proposed expansion. 
In practically all States, as you will notice on this back sheet, which 
is as near to date as there are any presently available official figures, 
the costs for State systems, including the Federal tax, run around 
1.50 percent of the payroll with a $3,000 wage base. The present rail- 
road contribution schedule in effect is 3 percent on a $4,200 base. If 
it is expanded, if the base is expanded, to $4,800 and the rate is in- 
creased to 4 percent, of course that brings it up to the $192. And 
even this tax might prove insufficient. 

It was most unfortunate that instead of following State patterns of 
adjusting taxes to costs, the railroad system, instead, from employer 
contributions, built up a very large reserve by requiring a full 3 per- 
cent rate over a series of years when employers under other systems 
were paying only asmall fraction of that. 

In 1946 Congress further departed from the principle of keeping 
the railroad system roughly in line with State systems with respect to 
benefits, and here are the results: Since 1946, when sickness benefits 
were added to unemployment beneiits under the railroad system, 
through September 1958, according to table 1 of the December 1958 
Social Security Bulletin, the railroad system paid out $445.2 million in 
sickness benefits and $928 million in unemployment benefits. During 
this same period all of the 50 State systems paid out some $17.3 billion 
in unemployment benefits. 
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Railroads have over the years an average dollar payroll coverage— 
and that is total dollar payroll—only 4.3 percent of State payroll 
coverage—that, too, being total dollar coverage. But railroad unem- 
ployment benefits have been nearly 5.4 percent of State benefits. In 
addition, railroad sickness benefits have been nearly 2.6 percent of 
total State unemployment benefits. In combination, the two kinds of 
benefits paid by the railroads have been nearly 8 percent of total State 
benefits, but have been financed by railroad payrolls equal only to 4.3 
percent of State payroll coverage. 

The average weekly benefits and the maximum total benefits are a 
rough index. For September 1958 under State laws, the average 
benefit was $30.66—some $6.13 per working day, according to table 10 
of the Social Security Bulletin of December. According to the Rail- 
road Retirement Board’s Monthly Review for December 1958, page 20, 
average daily benefits for railroad workers was $8.15—some 388 percent 
greater than the State systems. 

To get practical answers to the questions of who qualifies for how 
much benefits and for how long, all unemployment systems, including 
the railroad system, employ certain conceptions: 

(1) The base period. In the railroad system and in practically all 
other systems this is a 12-month period. 

(2) On the conception of the potential benefit period, during which 
the base period earnings will be used to determine the benefit entitle- 
ment, rate and duration. Therailroad system and practically all other 
systems employ a 12-month period called the benefit. year. 

(3) The benefit formula, relating the size and duration of benefits 
in the benefit year to the individual’s base year earnings in work 
covered by the system. 

(4) Conditions which must be met currently by the claimant to 
qualify for benefits. Some of these are arbitrarily called qualifying 
requirements and some disqualifying conditions. Decisions on these 
elements determine a system’s benefits and costs. 

On several points like base and benefit vears and disqualifying 
strikers and persons discharged for misconduct the Association of 
American Railroads’ position is supported by the unanimous, or prac- 
tically unanimous, decisions of the hundred State legislative commit- 
tees which have framed State laws. These decisions are important, 
not only as precedents, but also because they are reflected in the State 
unemployment insurance systems. And many workers who shift from 
work between a State system and the railroad system are vitally con- 
cerned, as I shall mention later, with consistencies in matters such as 
determining a person’s base year. The railroad system’s departure 
from the normal in this respect means a period of unneeded and un- 
usable contemporaneous protection by the railroad system and the 
State system and at other times no protection at all under either sys- 
tem. 

Present base year, benefit year, and qualifying provisions in the 
railroad law. are responsible for results, at least some which probably 
were not anticipated when they were originally prepared and pro- 
posed by the Railway Labor Executives’ Association and adopted by 
Congress. 

For example, a person who came into railroad work 14 months ago 
and becomes sick or unemployed, can qualify for no present unemploy- 
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ment benefits or sickness benefits under the railroad unemployment 
insurance system even though he has now lost his State benefit pro- 
tection, and he is sick or unemployed from now until next July. But 
a person whose only railroad work was in January and February of 
1957, 2 years ago, and who doubtless has State coverage today, can 
qualify for benefits under the railroad system right now and get bene- 
fits until July. A person with $4,200 in railroad wages in 1958 can 

ualify for 6 months of sickness and 6 months of unemployment bene- 
tts in the period July 1, 1959-June 30, 1960, but a person with as 
little as $2,700 total earnings from railroad work, equally divided be- 
tween 1958 and 1959, can qualify for 6 months of sickness and 6 months 
of unemployment benefits in the period July 1, 1959-—June 30, 1960, and 
again for 6 months of sickness and 6 months of unemployment benefits 
in the period July 1, 1960—June 30, 1961. On becoming unemployed 
and applying today, he could draw no benefits. On applying next 
January he could draw benefits for a solid year. Under the pending 
bill his plight might be unremedied or he might qualify for benefits 
from now until well into 1961, depending solely on whether or not 
he happened to have 120 months at some time Deies his entire life 
under railroad coverage. 

I give this as an example of the capricious results from not having 
a proper relationship between base years and benefit years. 

A principal proposal of the Association of American Railroads 
which I shall later describe will so correct the base-year benefit rela- 
tionship as to eliminate capricious situations such as I have illustrated. 

We believe that these changes proposed by the railroad association, 
which would gear the base year’s ending, and the benefit year’s be- 
ginning to the date the unemployment or sickness occurs, is fair and 
equitable. We do not believe that the provisions of section 303 of 
S. 226 providing only a highly selective retroactive and perspective 
generosity are fair and equitable. 

I cannot believe that anyone wants anyone’s me benefit rights 
from a 4 or 10 or 52 weeks’ period of work to depend on whether the 
date of January 1 occurred during the work period or how late in 
the period the date occurred. 

Nor can I believe that anyone believes that when sickness or unem- 
ployment terminates an extended period of work, it should be neces- 
sary to look at the date on the calendar on which the unemployment 
or sickness occurred to find out if or when the sickness or unemploy- 
ment benefits can be paid or for how long. 

In view of the foregoing, the need of correcting situations resulting 
from the present technical base and benefit year provisions would 
appear to be generally conceded. 

The bill S. 226 itself provides individual benefit years for some. 
We think it should provide individual benefit years for all. 

The issues would seem to be what situations need correcting and 
how they should be corrected. The association’s proposed changes 
in benefit levels and conditions are also vitally important inasmuch 
as the operation of our free enterprise system is based squarely on 
the financial difference between working and taking it easy. 

We do not have the knout and carrot approach of the Russian 
Communist system. We have an inherent carrot in our economic 
system, pay for work, and I hope that we will never get to the point 
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where we have any knout-type incentive to work. Unemployment 
benefit checks, while providing a reasonable floor of protection, can- 
not be so large in relation to paychecks as to destroy the incentive to 
work. As to S. 226, section 302, I believe, is dangerous in this respect, 
and the railroad association’s proposal, section 304 of S. 987, to change 
the present benefit formula is as far as I believe we can safely go. 
Even the General Motors and the Ford and Chrysler supplemental 
benefits under their United Automobile Workers bargain are limited 
to 60 percent of pay after taxes after the first 4 weeks and are limited 
to 26 weeks. The railroad’s proposal is also a 60-percent-of-pay-after- 
taxes formula. 

I might say that as I remember those negotiated supplemental 
systems, too, include in computing the 60 percent not only the payroll 
taxes and income tax, but any State income tax that is also withheld. 
Our proposal does not include anything except the Federal taxes. 

If the proposed benefit formula of S. 226 will produce benefit 
checks to any individuals of as much as 87 percent of their normal 
paychecks, and in the case of maternity benefits more than 120 per- 
cent of their normal paychecks, and if it systematically gives sub- 
stantially larger benefit checks in proportion to paychecks to persons 
without dependents than it does to persons with dependents, we sub- 
mit that the formula needs revision. If under it a person who would 
receive paychecks totaling $2,848.30 for full-time work for a year 
would receive only $122.15 less in total if he worked 6 months and 
drew benefits for 6 months, and a woman who worked 36 weeks and 
drew maternity benefits 16 weeks would receive nearly $200 more 
than if she worked full time, we think that there should be some 
change made in that formula. You will find that S. 226 has these 
results from its formula. 

I will skip over the part where I show that taking an illustration 
of an unemployed person used in the Railroad Retirement Board’s 
report as a basis I arrived at the figures just quoted. 

The hazard of unemployment which railroad unemployment insur- 
ance will hereafter cover should be clearly defined to exclude unem- 
ployment arising from voluntary acts and unemployment which in- 
volves no involuntary pay loss, or no pay loss at all. It would be 
folly for any insurance company to pay a person a fire loss on a honse 
he deliberately or in anger burned down, or on a house whose burning 
caused him no loss. It is equally indefensible to pay benefits in some 
instances of unemployment or sickness. 

To illustrate, if John Doe, a railroad man, gets himself fired for 
violating a safety rule, his job loss is from his own act and should 
be at, his own risk. This is specific in the supplemental negotiated 
plans that I have referred to. It is specific under present District 
of Columbia law written by this Congress. It is also specific in every 
one of the 50 State laws written by State legislatures, that he can 
not immediately walk over to the benefit claims man, apply for and 
receive unemployment benefits when this occurs. 

If he gets jailed for misconduct and the Railroad Retirement 
Board gets notice of that fact, he will doubtless be disqualified for 
unemployment benefits for his period in jail as unavailable for work. 
The thought of losing benefits may make him ill, in which event the 
jail doctor’s certificate that he is sick will put him in a position to 
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receive full benefits while in jail as sick benefits—even though obvi- 
ously he is not losing a dime in pay because of this sickness. 

Likewise, contrary to the provisions Congress wrote in the District 
of Columbia Unemployment Act and the legislators of all 50 States 
wrote in State acts, and even the supplementary unemployment. bene- 
fits plans specifically provide, when a claimant walks off the job on a 
laweul strike under the Railroad Act he can at once claim and re- 
ceive strike pay financed by the railroads by way of unemployment 
acts. I know of no other act where he can. 

Situations such as those illustrated require remedial clarification of 
the unemployment risk such as that proposed by the railroad associa- 
tion’s bill. Their remedy is imperative in view of the fiscal situation 
now faced as well as being required by equity and good conscience and 
the public interest. 

Now I won’t go, Mr. Chairman, into my statemetn to further 
description of benefit years and base years and some of the anomalies 
that they produce. I shall only mention that the individual base year 
is much better for the person covered, particularly those who shift 
from one system to another, or even a person who becomes occasionally 
unemployed. It seems rather absurd that a person’s present-day ben- 
efits are not based on his present-day wage loss, that instead you go 
back to 1957. Now I am saying that using most recent wages is in the 
employee’s interest, though I am speaking for the railroads. His last 
pay, including recent pay raises, ought to be included in his benefit 
a4 The shoe may be on the other foot sometime, and at that time 
it is also important that current. benefits are based on recent pay. A 
system can be very dangerous, indeed, if by any chance we run into 
a real depression and the prior wage bases 3 or 4 years back reflect a 
type of earnings that are at a much higher than current level. Then 
you get a further distortion between pay loss and benefits. 

Also, I did not mention previously that the fixed benefit year itself 
makes benefit payments capricious. A person who became unem- 
ployed last January may qualify on the basis of work in his 1957 and 
1958 base years for continuous benefits for 12 months. However, if 
he became unemployed June 30, he could qualify for only 6 months’ 
continuous unemployment benefits and then is cut off from further 
unemployment benefits until the following June. Whether a person 
is to get a year’s benefits or 6 months’ benefits continuous certainly 
should not depend on the time of year when he becomes unemployed. 

I have heard no defense of the fixed base and benefit years except 
that it suits administrative convenience. That argument has not ap- 
peared sound to the States. Nor did administrative convenience ap- 
pear to be a sound argument to Mr. Harper when the proposal for the 
present “half pay” formula was under consideration in 1954 and the 
question was raised about administrative convenience at that time. 
The last daily wage, of course, like the “half pay” formula, is a mat- 
ter that requires some administrative inconvenience. 

I won’t read the entire statement that he made in that connection, 
but I will read his final sentence: 

Moreover, it seems to me that if the end is desirable, certainly the administra- 


tive costs, unless they are exorbitant, should not stand in the way of the 
administration of this act and the greater benefits, if that is the will of Congress. 
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That statement is sound. Request for separation reports from car- 
riers would be required by our proposed base and benefit year provi- 
sions. And, incidentally, those same types of reports would be re- 
quired in the individual years that are proposed by S. 226 for some 
long-service people. The reports under both proposals would have to 
be made by the railroads. 

The railroads are certainly as competent to make separation reports 
as employers under State laws, and, these employers in aggregate 
make thousands and thousands of separation reports every month. 
Nor have I ever heard any claim that separation reports delay pay- 
ments. I do not believe there has been a single instance where the 
clock has been turned back where separation reports were once 
adopted. And State systems cover a great many employers that are 
not informed like the railroads as to what is required of them. 

I shall skip over to page 14 and just briefly mention matters covered 
there. 

Under the proposed permanent extensions of benefits and benefit 
periods, relief would be denied persons with less than 120 months of 
railroad service. And the underlying cause of the situation 

Senator Morse. 120 o0r60? Yousaid 120. 

Mr. Catnoun. It is a 10-year service. I had 60 in my statement, 
but on rechecking it I found that the minimum had been raised from 
60 to 120 in S. 266—5 years to 10 years. 

The underlying cause of the situation, of course, that gives rise to 
this proposal of S. 226 is the lag between the base period and benefit 
year. In correcting this general situation by adopting our proposal 
for base and benefit years there would be no need for that part of 
S. 226 which corrects the situation for certain claimants—but not 
others. 

The railroad association’s amendment would eliminate the 6-month 
lag period and would make the qualifying year the 12 completed 
months ending when the person applies for benefits and the benefit 
year the 365 days following this application. 

The second problem I would like to discuss briefly is the qualified 
individual. This requires appropriate amendment of the definition 
of a qualified individual in section III of the bill. “Qualified in- 
dividual” should be so defined as to insure attachment to the railroad 
labor market. 

It, like the “base year” and “benefit year” definitions just discussed, 
needs a radical revision. We feel that section 302 of the railroad as- 
sociation’s bill would provide this. 

The underlying situation—and it is tremendously expensive—is that 
with easy eligibility and attractively higher benefits, based on base 
years ending 6 months before the benefit year, the railroad system 
currently pays benefits to persons who are not in the railroad labor 
market ed typically should look to their State unemployment system. 

Practically everyone who works in commerce and industry 1s now 
covered by some unemployment insurance system. As relatively 
few individuals ‘in the labor market have prolonged involuntary un- 
employment, those with relatively little recent coverage under the 
railroad system almost certainly have considerable recent coverage 
and benefit eligibility under some other system. 
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Thus the question is not one of being liberal. Instead it is one of 
selecting an effective requirement for the railroad system so as to 
preserve its fund from being used to pay unwarranted benefits to 
persons who, if in the labor market at all, are in that part covered by 
some other system. 

Now I will skip to near the bottom of page 16 and quote just one of 
its several figures. 

In the year ending June 1956, 50,000 persons who could not realis- 
tically be called railroad employees were paid on an average of $400, 
and a total of $20 million in railroad unemployment and sickness bene- 
fits. Nearly 8,000 persons drew as much in benefits as their total 
qualifying wages. ‘Those were persons that were down near the very 
border of qualifying, between $400 and $600. 

None had worked for railroads as much as a third of the qualifying 
year. Over 6,000 worked for railroads less than 40 working days and 
nearly 15,000 less than 60 days in the entire year. 

Doubtless the great mass of these people worked in nonrailroad jobs, 
covered under other unemployment benefits systems, more than they 
worked in employment under the railroad system. 

When unemployed, they should have drawn their unemployment 
benefits from these other systems. 

Senator Morse. This will be raised in executive session, Mr. Schrei- 
ber, and I think the Retirement Board had better prepare us a memo- 
randum on this qualified individual section of his testimony. 

Mr. Scurerper. We would be glad to do so, Mr. Chairman. 

Senator Morsg. I think we need it in order to discuss intelligently 
these cases that Mr. Calhoun is raising. 


(The memorandum referred to follows :) 


UNITED STATES OF AMERICA RAILROAD RETIREMENT Boarp, 
Chicago, Ill., February 25, 1959. 


Hon. WAYNE Morse, 

Chairman, Subcommittee on Railroad Retirement, 
Committee on Labor and Public Welfare, 

United States Senate, Washington, D.C. 


DeaR SENATOR Morse: In accordance with your request at the hearing on 
February 18, 1959, we are sending you herewith a statement with regard to the 
qualifying conditions for railroad unemployment insurance benefits. The 
statement contains three tables, all based on our figures with regard to bene- 
ficiaries in the 1957-58 benefit year. The first two tables furnish some indication 
of the degree to which beneficiaries are attached to the railroad industry. The 
third indicates how the provisions of S. 226 or S. 987 relating to the qualification 
of employees would have affected the number of beneficiaries in the 1957-58 
benefit year if either of them had been in effect in that year. 

Sincerely yours, 
Howakrp W. HABeRMEYER, Chairman. 


QUALIFYING CONDITIONS FOR RAILROAD UNEMPLOYMENT INSURANCE BENEFITS 


Under the Railroad Unemployment Insurance Act and each of the bills S. 
226 and S. 987, the period during which an employee is qualified for benefits is 
a benefit year. His qualification is based upon his railroad service in a base 
year. 


QUALIFICATION PROVISIONS OF RUIA 


Under the Railroad Unemployment Insurance Act, the benefit year is the 
12-month period beginning July 1 and ending the following June 30. The base 
year is the completed calendar year immediately preceding the beginning of 
the benefit year. 
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An employee is qualified in a benefit year if he had compensation of not less 
than $400 with respect to the base year. Compensation, in general, is money 
remuneration paid for services rendered as an employee to one or more em- 
ployers covered by the Railroad Unemployment Insurance Act. Not more than 
$350 in compensation is creditable with respect to any one month. 


QUALIFICATION PROVISIONS OF 8. 226 


S. 226 would not change the benefit year or base year but would increase the 
amount of compensation required for an employee to be qualified. An employee 
would be qualified in a benefit year if he had compensation of not less than $500 
with respect to the base year. Not more than $400 would be creditable as com- 
pensation with respect to any one month. S. 226 would also permit an employee 
with 10 or more years of service, who met certain other conditions and who 
was not qualified in a current benefit year, to have an early beginning date for 
his next benefit year if he would be a qualified employee in that benefit year. 


QUALIFICATION PROVISIONS OF 8. 987 


Under S. 987, the benefit year with respect to any employee would be the period 
of 365 consecutive days beginning with the first day of the first registration 
period after June 30, 1959, with respect to which the individual first files a valid 
claim for benefits, and thereafter the period of 365 consecutive days beginning 
with the first day of the first registration period with respect to which the 
employee next files a valid claim for benefits after the termination of his last 
preceding benefit year. Any claim for benefits would be deemed to be a valid 
claim for purposes of the definition of benefit year if the employee who filed the 
elaim was, with respect to his base year, a qualified employee. 

The base year would be the 12 completed calendar months immediately pre- 
ceding the first day of the employee's benefit year. 

Under the provisions of 8. 987, an employee would be a qualified employee if 
he had— 

(a) Compensation in the base year of at least 87 times his daily wage (his 
daily rate of compensation after withholding taxes, computed according to a 
formula set forth in the bill) ; and 

(0) Six or more months of service in the base year; and 

(c) Two or more months of service in the last half of the base year. 

S. 987 provides further, however, that no employee who, since earning sub- 
stantial compensation, had received 130 daily unemployment benefits, or exhausted 
his unemployment benefit rights, would thereafter be a qualified employee with 
respect to further unemployment benefits until he had again earned compensation 
equaling at least 20 times his last daily benefit rate. Similarly, an employee 
who had received 130 daily sickness benefits, or exhausted his sickness benefit 
rights, would not thereafter be qualified for further sickness benefits until he 
had earned compensation equaling at least 20 times his last daily benefit rate. 

Not more than $350 would be creditable as compensation in any one month. 
This is the same as the provision in the present law. 


ATTACHMENT OF BENEFICIARIES TO THE RAILROAD INDUSTRY 


The following tables furnish some indication of the degree to which beneficiaries 
are attached to the industry. The tables deal with 1957-58 beneficiaries, for 
which figures were developed in some detail in connection with reports on the 
bills 8. 226 and S. 987. The first table shows the number of unemployment 
beneficiaries and the number of sickness beneficiaries who had base-year com- 
pensation in each of the compensation ranges shown in section 2(a) of the 
Railroad Unemployment Insurance Act. The second table shows the number of 
beneficiaries who earned compensation in specified numbers of months in the 
base year. It also shows how many of these beneficiaries had service in more 
than 60 months since 1936. 
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1957-58 beneficiaries, by base year compensation 


Unem- | Sickness Unem- Sickness 
ployment | (excluding ployment | (excluding 
Amount of compensation | benefici- | maternity) |} Amount of compensation | benefici- | maternity 


aries benefici- aries benefici- 
aries aries 


$400 to $499. .............- 4, 300 3 





8, 400 
19, 100 
34, 600 


$500 to $749... 12, 600 
BFE tt Gs docbnincaenataid 12, 500 
$1,000 to $1,299............ 13, 800 
$1,300 to $1,599............ 11, 900 
$1,600 to $1,999 | 16, 600 
$2,000 to $2,499 23, 2 





1957-58 beneficiaries, by months of service 


| Unemployment beneficiaries Sickness beneficiaries 





Months of service in base year Number who Number who 
worked in worked in 
more than 60 Total more than 60 
months in months in 
period 1936-56 period 1936-56 
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500 600 300 
, 700 1, 400 600 

2° 000 1, 600 900 
2, 800 1, 800 1,000 
3, 400 1) 900 1, 200 
500 2, 300 2,00 
, 300 3, 200 2, 490 
, 600 4, 400 3, 600 

, 900 6, 200 5, 300 
16, 800 10, 600 9, 400 
126, 200 109, 200 101, 500 
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180, 700 | 143, 600 | 128, 200 


EFFECT OF PROPOSED LEGISLATION 


The following table indicates how the provisions of 8. 226 or S. 987 relating to 
the qualification of employees would have affected the number of beneficiaries in 
1957-58 if either of them had been in effect in that year. Under the provisions 
of either bill some of the employees who received benefits in 1957-58 would not 
have been qualified employees. The provisions of S. 987 would have qualified 
for benefits some employees who were not beneficiaries in 1957-58, and S. 226 
would have permitted the benefit years of some long-service employees who were 
not qualified in benefit year 1957-58 to begin earlier than the beginning of the 
general benefit year. 


1957-58 beneficiaries 


Unemploy- Sickness 
ment (excluding 
maternity) 


Under present Iaw. 
Under 8S. 226: 
Not qualified. 


Additional beneficiaries because of earlier beginning date of benefit years- 
Under S. 987: 


Not qualified 
Additional beneficiaries qualified 
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Mr. Catuoun. Mr. Chairman, since the record will include my 
statement, I will read the portion dealing with current attachment 
to railroad labor force. 

Besides the problem of establishing appropriate prebenefit quali- 
fying railroad employment requirements, there is the problem of 
appropriate requirements of attachment to the railroad industry at 
the time benefits are applied for and are being received 

In this connection we find in existing law certain inadequacies of 
provisions needed to limit benefits to persons currently attached to 
the railroad labor market, whose unemployment is due to their sick- 
ness or involuntary lack of work and results in their loss of railroad 
wages. 

A basic requirement to test current attachments to the railroad 
industry is the registration for work and availability for work re- 
quirements. The individual, to receive unemployment benefits, must 
register regularly and must be available for work. 

Properly enforced, this tends to limit benefits to persons only 
temporarily absent from railroad employment and still in the rail- 
road industry’s labor market. 

This requirement of availability is entirely absent in the law 
governing sickness benefits. As a result sickness benefits are now 

aid persons who demonstrably are attached to other work, to house- 

eeping, schoolwork, or have otherwise removed themselves from the 
railroad labor market. 

While availability for work during the actual period of sickness 
is of course nonexistent, evidence of the individual’s availability just 
before he becomes sick can and should be required. 

I think that the availability for work provisions of the four State 
laws that provide for sickness benefits deserves careful consideration 
by your committee. They follow the general approach that I men- 
tioned—and the claimant must show that he would have been avail- 
able for work except for his sickness. 

Section 305 of S. 987 would also add a 90-day test primarily de- 
signed to exclude persons who become sick only after they have left 
the railroad work and become established in nonrailroad work. I 
might say that the sickness benefit limitation in New York law was 
carefully worked out. Their termination period is much shorter 
than we proposed. 

The proposed section recognizes that people previously in railroad 
work may be out on strike, or may be unemployed and registered 
for railroad work, and in either event have not left the railroad 
labor market, so these periods are excluded in computing the 90 days. 
The 90-day requirement would apply where a person has no reason 
or excuse for not applying for benefits within 90 days if he was 
still in the railroad industry. If that much time lapsed and he 
claimed no benefits he would be washed out of the sickness system. 

With the adoption of the individual base and benefit years, every 
qualified individual would be immediately eligible for benefits after 
a reasonably short period of work unless he had then gone into non- 
railroad work. Failure to register for benefits in 90 days would thus 
seem to effectively negate any possibility of him being in the railroad 
labor market. 
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Now I will cover a few points in connection with the benefit formula 
with which the railroads are particularly concerned. 

We think that the formula in S. 226 1s indefensibly out of line in 
relation to the beneficiary’s normal paycheck. 

I have given you already a few examples of what happens. I might 
give you just one more example. That is the example that you will 
find in the middle of the page, which is the example that came from 
the report of the Railroad Retirement Board. 

That was of a person whose net taxes were $2,850 a year. The 
Board reports that this individual, whose gross pay is $14 a day, could, 
by working 50 weeks, qualify for a $9.50 benefit. That $9.50 benefit 
would be near his regular paycheck after withholding—the money he 
usually gets. Asa matter of fact, it would be 87 percent of it. 

You will notice, I have an example of persons with this pay 
who worked 52 weeks, 50 weeks, 45, 30, and 26 weeks. Their net from 
full-time work is $2,848.30 per year. Net from 26 weeks of work and 
26 weeks of benefits would be $2,726.15. 

You might wish to add one example to this table, and that is if 
this person was a woman who worked 32 weeks and drew maternity 
benefits 6 weeks, the figures that I worked out from the tax laws 
are that the gross pay would be $2,420, less railroad retirement tax of 
$161.31 and income tax of $314, plus benefits of $1,102, or a net of 
$3,017.31, substantially more than her net pay if she had worked the 
entire year. 

We do not feel that a formula which even in exceptional circum- 
stances would produce results of that kind should be retained. 

I have stated some of the reasons against paying benefits in excess 
of 60 percent of a person’s net pay after income and railroad retire- 
ment taxes. Our formula would automatically extend to persons with 
dependents larger benefits than a single person with the same gross 
pay before taxes. When the Railroad Ccabhonissas System was 
established it did not matter much whether net or gross pay was 
used to measure its benefits, as practically no one who was aa benefits 
was normally subject to income tax. His net paycheck after taxes 
was 97 percent of his gross. But with cha In income tax and 
railroad retirement taxes, a steady unmarried worker who averages 
5 days per week’s work throughout the year, and has gross pay of 
$19 per day, will have next year after income taxes and the proposed 
railroad retirement taxes, only $14.63 per day after these taxes. That 
is his work incentive. married man with three children and the 
same daily pay will have $16.62. One suffers $2 per day more in pay 
loss when unemployed than does the other. We cannot properly 
ignore these take-home pay differences if we further liberalize benefits. 

Senator Morse. Can we pause just a minute. On this single man- 
married man case, you say one suffers $2 per day more in pay loss 
than does the other. We can not properly ignore these take-home 
pay differences. 

fr. CaLHoun. You are entirely correct. If the objective of the 
system is to give a person a percentage of his loss because of being 
unemployed, we think that this formula realistically measures his 
loss. So did the motor companies, and so did the UAW-CIO when 


they were collectively bargaining on supplemental unemployment 
benefits. 
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Senator Morse. Proceed. 

Mr. Catunoun. Mr. Chairman, on the next page, you will find a 
schedule which was added more for convenience than anything else. 
This schedule was derived very simply by taking the proposed rail- 
road retirement tax rate and by taking the short form for computing 
income taxes. You will find by comparing these figures with one- 
fifth of the withholding taxes for a week—thus getting the daily 
rate—that they are in close agreement. 

I want to speak briefly about a seemingly but actually a very im- 
portant change. It does not involve just paying three extra benefits. 
That is only the beginning. I am referring to section 302(a) of 
S. 226. 

That section makes changes in the days of unemployment in the 
first registration period required for benefits to be paid. That change 
would strike out requiring any more in the first period than in the 
others. And this fact would open up the system to many small 
claims. No unemployment system in the United States, or I believe in 
the world, other than the railroad system ever pays a person for a 
10 percent loss, that is, loss of 1 day’s employment, in his normal 
earnings. Under the railroad system this small loss is presently com- 
pensated, but only after at least four times this loss has already been 
suffered in an initial 14-day registration period. Under section 302, 
the additional requirement for this first registration period in existing 
law would be eliminated, and the first time a 10 percent pay loss oc- 
curred in any 2-week period a person could qualify for benefits. 

I won’t go into the details of my statement comparing the pro- 
visions with the Maryland and New York systems, except that I might 
point out one or two matters in my statement. 

New York is the only other system that uses the approach of days 
of unemployment. Their approach is what they have called effective 
days. You have to have effective days equal to a week of total un- 
employment before you can get unemployment insurance. Then for 
1 effective day you get a quarter of a benefit; 2 effective days 
half a benefit; 3 effective days 75 percent of benefit. A week has 
a maximum of 4 effective days. A person unemployed on 3 of the 7 
days in the week under New York law has no effective days at all. If 
unemployed on 4 days, which means he worked on only 3 days, he 
gets one-fourth of the full benefit. If unemployed 5 of the 7 days, 
which means he works only 2, he gets half the benefit. If he works 
on 1 of the 7 days only, he gets three-fourths of the benefit. And if 
unemployed all 7, that is 5 working days and a Saturday and Sunday, 
he gets full benefits. 

But in the New York schedule and provisions, the effective days 
schedule applies only if his total compensation is less than $36 which 
possibly may be now increased to $45. If that were the rule under 
the railroad system, and we are not even proposing that that be the 
rule, benefits would only rarely be paid in many instances where any- 
one worked as much as 3 days in a week simply because so many of 
them would earn gross pay of $45 or more those days. 

Also New York has before you can have any benefits at all, what 
is generally called in State unemployment terminology a “waiting 
period”. You have to have 4 effective days in New York to cover the 
“waiting period”, which really means that you have to have 5 work- 
ing days in which you are unemployed, before you can get any bene- 
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fits. Now the railroad system currently has what we might term a 
3-day waiting period instead of a 5-day or a week. That is 3 working 
days. And the proposal to eliminate this is the thing which I think 
is of very high importance and deserves most careful consideration. 
The present railroad rule, even for the initial period, is more lenient 
than the State laws. And we propose in section 303 of S. 987 to ex- 
tend this so it will be a waiting week. If we had our preferences, 
and we thought that it was appropriate to urge it, why of course ex- 
tending the requirements so you could get benefits for no week unless 
you had 2 or 3 days of actual unemployment as a screen, even if when 
a person had that many he could take it for the full time, would be a 
tremendous improvement. But we are not even asking for that. But 
we are asking to preserve this provision that is designed to prevent 
people who have suffered no substantial unemployment at all in a year 
to nevertheless pick up a day here and day there and a day the other 
place in benefits. In the first place, administrative expense is tremen- 
dous in paying all of those small claims; and in the second place, we 
do not believe that it is within the theory of unemployment insurance 
to insure an occasional day of unemployment, where that is the only 
unemployment that a person suffers in a year. No system is able to 
pay even the totally unemployed more than a fraction of their wage 
loss. It certainly is justified to say to a person whose unemployment 
loss in small, “You have to have a fairly substantial earnings loss be- 
fore the system is going to pay the benefits.” 

The New York $36 rule, for example, is a salutary rule. A person 
who earns this much in a week is not paid a benefit. 

Now a few words about qualifying conditions—availability for 
work and registration for work. 

I mentioned a little while back the importance of availability for 
work in connection with sickness. I have set out in some detail in 
my statement what the Board actually requires with respect to its pro- 
cedures in Nba Parma, ge hacer benefits and that is a besnonthy im- 
a matter. Before a person is ever paid an unemployment bene- 

t he is supported to go through the registration process, be available 
for job offers, and otherwise tested for current labor market attach- 
ment. 

But section 303(b) of the bill in its retroactive provisions would 
pay benefits under a temporary program retroactively to June 1958. 
That date is identical with the provision of last year’s bill, but that 
date would have been retroactive only a few days had that bill passed, 
it would have been practically all prospective. The situation is now 
reversed, and payments will be practically all retroactive if that date 
is retained in this present bill. The inherent violation of principle 
is apparent when aa try to visualize the actual problem of having 
people come in today to register—they obviously cannot register for 
last summer’s jobs. 

I do not see how we can, in the name of unemployment benefits, pay 
people that cannot retroactively comply with those unemployment 
insurance requirements that a person must meet the week for which 
he seeks benefits. 

Senator Morse. One of the reasons for such a provision, I have 
always assumed, is that it puts the carrier on notice that they have 
a group of men that are out of employment and they may be able to 
make some adjustment in order to cut down the unemployment. 


37456—59——-15 





992() AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


Mr. Catnoun. Exactly. And, in addition to that, it is the only 
method that is available to be sure that you are paying benefits to 
people who are actually available for jobs and meet the other general 
requirements. 

Retroactivity that I referred to also applies to the permanent benefit 
eee Both of them would go back to last June for paying 

enefits, and I just do not know how there could be any realistic 
administration. Claimants would be people who had never registered 
during the unemployment in question—people to whom the employers 
had never had a chance to offer a job, people whose memory might be 
dim. Certainly there would be no counterevidence as to whether or 
not they were available for work on a specific day months ago. 

Senator Morse. I will say, Mr. Calhoun, and it is always dangerous . 
for a member of the committee to say anything while the hearing is 
on because there is always something read into his language that may 
not have intended or he may later want to take back for that matter; 
but on the other hand, you do have an obligation, and in fairness to 
the witness I only want to make this comment for reference of the 
parties: On this matter of retroactivity, as a matter of principle and 

urpose there is quite a difference between retroactivity on retirement 
frennafits and retroactivity on unemployment insurance benefits. 

Mr. Catnoun. That is correct, sir. 

Senator Morse. Because in the case of retirement benefits, at least, 
there is the theory that part of it is connected with the wage of the 
retiree already earned in the sense that the retirement benefit is con- 
sidered to be at least part of the wage structure of the industry. 

Mr. Catnoun. That is right, sir. 

Senator Morse. But the unemployment insurance benefit is always 
speculative. He does not know whether he is going to be unemployed 
or.is not going to be unemployed. He does not know whether he is 
going to be sick or is not going to be sick. His participation in the 
contribution to it is quite different than in the case of the retirement 
benefit. 

‘I think I have said enough to make it clear to the parties and to Mr. 
Schreiber that you better have a memorandum on this part of Mr. 
Calhoun’s testimony. 


(The following memorandum was subsequently submitted :) 


UNITED STATES OF AMERICA RAILROAD RETIREMENT BOARD, 


Chicago, Iil., February 25, 1959. 
Hon. WAYNE MORSE, 


Chairman, Subcommittee on Railroad Retirement, Committee on Labor and 
Public Welfare, U.S. Senate, Washington, D.C. 

Deak SENATOR MorsE: In accordance with your request at the hearing on 

February 18, 1959, we are sending you herewith a statement of the manner in 


which retroactive claims under the Railroad Unemployment Insurance Act would 
be taken if 8. 226 is enacted. 


Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 


RETROACTIVE CLAIMS FOR RAILROAD UNEMPLOYMENT INSURANCE BENEFITS 
RETROACTIVE CLAIMS AUTHORIZED UNDER 8. 226 


Certain claims for benefits under S. 226 would have to be made retroactively. 
Employees with less than 10 years’ service may be eligible for benefits during 
the period June 19, 1958, through March 31, 1959. These employees will neces 
sarily make retroactive registrations. There are about 50,000 employees who 
may be expected to make such retroactive registrations. Under the bill em- 
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ployees with more than 10 years of service may receive benefits for periods be- 
ginning as early as January 1, 1958. About 25,000 of these employees are ex- 
pected to make retroactive registrations. i 
Under the provisions of section 303(a) of S. 226, some employees may in the 
future become entitled to benefits for periods of unemployment through eligibility 
attained after such unempioyment has occurred. Thus an employee who met all 
the conditions for early starting of a benefit year, except that he was not then 
qualified for the next succeeding general benefit year, might later become quali- 
fied for that benefit year. In such a case the benefit year would be determined 
to begin with the first day of the month in which a period of 14 or more consecu- 
tive days of unemployment began. Then retroactive claims for benefits would be 
taken for days up until the time the employee was determined to be qualified. 


RETROACTIVE CLAIMS UNDER PRESENT LAW 


Claims for unemployment benefits under present provisions of the Railroad 
Unemployment Insurance Act are sometimes made retroactively. The Board’s 
regulations permit retroactive claims under any of the following circumstances: 

1. The employee failed to make registrations at the normal time because of 
personal circumstances or conditions directly affecting him and not attributable 
to any lack of diligence on his part. Such retroactive registration must be made 
within 6 months and not later than the 10th business day after the personal 
circumstance or condition is removed. 

2. The employee failed to make registrations at the normal time because he was 
unable to find on unemployment-claims agent to take his registration, or an un- 
employment-claims agent was not willing to take his registrations, or he received 
misinformation from an unemployment-claims agent, or his supervisor, a railway 
labor organization official, or an employee of the Board. Such retroactive regis- 
trations must be made within 1 year. 

3. The employee registers with a State unemployment compensation agency and 
is thereafter informed by the State agency that he is not eligible for benefits. 
The employee may, within 1 year, register for benefits under the Railroad Un- 
employment Insurance Act for the days he claimed with the State agency. 

4. The employee made timely registrations but the claim form on which he 
registered is lost or destroyed. In such case, the employee may register within 
1 year of the last of the days for which the registration is lost. 


SAFEGUARDS TO ASSURE ELIGIBILITY IN RETROACTIVE REGISTRATION CASES UNDER 
PRESENT LAW 


When an employee makes a retroactive registration under the present law for 
days for which he did not register at the normal time because of personal circum- 
stances or conditions beyond his control or inability to locate a claims agent who 
would take his registrations, or receipt of misinformation, he is required to 
submit a written statement explaining the reasons for the failure to make normal 
registration. These statements may usually be verified by checking with persons 
who have knowledge of the circumstances which prevented timely registration. 

When an employee makes a retroactive registration for days for which he had 
registered with a State unemployment-compensation agency, verification of the 
circumstances is obtained from the State agency. 

A retroactive claim for days for which an employee registered on a claim which 
has been lost or destroyed, is accepted as valid if records of the Board or 
evidence developed in a full and complete investigation support the claim. 

An employee who registers retroactively makes the same certifications as to 
availability for work and other eligibility factors as an employee who registers 
within the normal time. He makes his registration before a railroad unemploy- 
ment-claims agent, usually at his last work location. The Board’s inquiry into 
his failure to register within the normal time brings out facts about his avail- 
ability for work and other elements of eligibility for benefits. 


ARBANGEMENTS FOR TAKING RETROACTIVE CLAIMS UNDER 8. 226 


If S. 226 should be enacted, the Board would arrange to have the retroactive 
claims taken, so far as possible, by railroad unemployment-claims agents at the 
employees’ usual work locations, just as timely claims are now taken. In some 
cases the claims agent would have access to employment records of the railroad 
and could verify that the employee had not worked for the railroad on any day 
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claimed on the retroactive claim form. In some cases, particularly in smaller 
localities, the claims agent would have personal knowledge of the employee’s 
unemployment, which would give additional assurance of the validity of the 
claim. The Board’s field organization would make spot checks for possible 
employment. In making such checks, the field staff would attempt to get infor- 
mation as to any possible employment on claimed days by such methods as 
checking wage records maintained in connection with the Federal-State unem- 
ployment-compensation program, and contacting former employers of the 
employee. 

Mr. Catnoun. Senator, in that connection I would like to mention 
that this Congress faced that same issue in passing the temporary 
unemployment-insurance bill. As you remember, last year you were 
very anxious, I know among a good many others, to get the temporary 
unemployment bill out when unemployment was at its worst, and you 
know there were several months after the bill was introduced before 
anything was done. Now all of you had every temptation to make it 
retroactive because of that hardship. But that bill, as you will recall, 
and I think you probably had something to do with it, was prospective 
only. It did not try to go back and make up for unemployment in a 
period where people had not gone through the normal unemployment- 
insurance processes. So it was made effective only after the date of 
enactment and only after the date of acceptance by each particular 
State. You even had a provision that a State could not pay retro- 
actively, it could only pay for unemployment after the time it signed 
the agreement. 

I think that legislation is a precedent in point. Because it was the 
same situation, it presented the same issue of making it retroactive in 
view of the fact that the legislation has been delayed. Your answer 
was that it was not appropriate to make benefits retroactive. 

Before leaving the permanent proposal that I mentioned just now, I 
would like to point out, too, that we feel that besides retroactivity, the 
amendment of section 2(c) violates another basic rule that unemploy- 
ment insurance is by nature temporary. If those amendments were 
standing entirely by themselves, and you knew that the maximum a 
person could draw was a total of 9 months or 12 months, you would be 
in a very debatable field as to duration. But let’s see how this provi- 
sion would actually work. 

It is an amendment that when applied to the 15-year railroad serv- 
iceman would string out his unemployment benefits to a greater 
extent than any sy stem I ever heard of except in England where 
such a system became known as the dole and was reformed; and 
brought back into normal duration. Under this present bill a person 
with 15 years’ railroad service at some time during his life becoming 
presently employed could begin drawing benefits today and draw 
until next January under existing law. Then he could draw from 
January 1960 until July 1960 under the proposed extended benefit 
provision Then he could draw for sania additional months under 
existing law and after that continue to draw 6 months under the 
proposed amendment. So we think in considering this proposal it 
has to be considered in its total overall affect of plugging in some 
normal] intervals when benefits are normally not payable thus having 
a continuous series of benefits running well over 2 years after last 
employment. 

The section, of course, as applied to persons with between 10 and 
15 years railroad service, does not entirely bridge the gap. It would 
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in some cases, but not in others. Because the gap may be anywhere 
from within 1 day to 6 months, depending on when the individual 
becomes unemployed and exhausts his benefits with respect to the 
benefit year he is drawing on. It would in many instances bridge the 
gap and in others it would not. The association is opposed to all 
extended benefits provisions, though, because they are wrong in prin- 
ciple, and we ask they be stricken from the bill. 

Mr. Chairman, the matter of benefits to strikers has been discussed 
back and forth a great deal. My statement devotes two or three 
pages to it. I will just read two or three sentences. 

The fact is that the claimant should not be paid benefits under 
basic principles. This is in addition to the general argument, which 
I think has a great deal of appeal to it, that the employer should 
not be financing strike benefits. 

But in addition to that, there is this essential difference between 
persons busy striking and unemployment due to lack of work. The 
person on strike is not unemployed due to lack of work, he is unem- 
ployed due to a definite decision that he and his fellow workers have 
made, and has a right to make, not to work. Furthermore, he is not 
looking for a job. What he is trying to do is better his wages, hours, 
and working conditions on the job he already has. 

When you apply the general principles to this unemployment and 
ask, is this a person involuntarily unemployed, is this a person looking 
for work, whose registration for work means that if you offer him 
a job he is going to take it, you know that his unemployment is out- 
side the act’s purpose. The job normally available while the strike 
is going on at the railroad is a job that you cannot refer him to under 
other provisions of the Railroad Retirement Act. Struck work is not 
suitable work, and properly not suitable work, under the Railroad 
Retirement Act. So the striker does not have an insurable risk, he 
does not meet the qualifications that are normal, that a person should 
meet, to have an insurable risk. He is not looking for a job. The 
job that you would normally refer him to is specifically prohibited 
by the very law itself. It is struck work. 

The railroads’ position, based on the foregoing considerations, is 
that there is not Justification for the portion of section 4(a-2)iii of 
existing law which permits payment of strike benefits. _ 

I would say this, too, in concluding my brief comments, that up to 
now quite a body of laws and regulations attach to labor disputes— 
under Taft-Hartley and under State laws, as well as under the Rail- 
way Labor Act. These are all designed to protect the public interest 
as well as to provide fair rules for labor disputes. 

To this end they impose various restrictions both on labor and 
management. But this fact affords no basis at all for a provision 
under any system making employers pay strike benefits to strikers, 
regardless of whether or not the strike violates the law or a union 
constitution, rules or practices. This does not affect the fact that the 
person is not looking for a job, it does not affect the fact that he is 
not involuntarily unemployed, it does not affect the fact that the 
very work he would normally be referred to is outlawed work because 
of the strike under the very terms of the law. 

Now as to voluntary quits and job refusals. 

The philosophy of the provisions of voluntary quits and job re- 
fusals is not that they are imposing a penalty. I do not think that 
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any student of the system says that the intent is to impose a penalty. 
An essential part of the free enterprise system is that people decide 
for themselves when and where they will work and when they will 
quit work. But if Government attempt to guarantee an individual 
against the fiscal consequences of his decision not to work, how long 
could we endure before this whole basic right is in jeopardy? 

The “quit” provisions and “refusal of suitable work” provisions 
in the law are intended to avoid Government’s guaranteeing individ- 
uals against the consequence of their decisions not to work. They are 
intended to preserve and not infringe the basic right to work or not 
to work, just as the strike provisions are not intended to penalize the 
right to strike, and the qualifying definitions of unemployment are 
not intended to penalize persons who work in denying them unem- 
ployment benefits while they are working. 

If a person leaves his job to take another job and shows the bona 
fides of his intention by working a few weeks on the new job, the 
voluntary-quit provisions of present law, or under our proposal which 
I will shortly mention, would no longer apply to him. If he sub- 
sequently becomes involuntarily unemployed, this is not caused by his 
original quitting so he would be properly entitled to benefits. 

It is our position that any person who voluntarily quits should be 
permitted to draw benefits only if and after he takes another job 
and works at least 4 weeks. The Railroad Association accordingly 
recommends and provides in section 305 4(a-2)(i) excluding from 
a day of employment the first 30 days after a voluntary quit be 
amended to exclude— 


any of the days beginning with the day with respect to which the Board finds 
that he left work voluntarily without good cause connected with his work. and 
ending with the fourth calendar week with respect to each of which the Board 
finds that he shall have earned pay of not less than $25. 

I would like to mention the fact that the bill that you so kindly 
introduced for us uses the term “compensation” instead of “nay.” 
Compensation would tie the requirement to getting back to a railroad 
job. We think that that would be a very desirable and defensible 
restriction. But if you decide, after going through all of the different 
situations, that it was more compatible with the general idea of free 
enterprise not to require that he come back and take a job with the 
railroads, but that he should be paid benefits even if he leaves the 
railroad industry, if he takes a bona fide new job and then gets un- 
a That would be a very great improvement over existing 
aw. 

That would be much more liberal than “voluntary quit” condition 
of the supplemental unemployment benefits. When you walk out 
from your work you get no benefits. It would be, we think, quite 
defensible for the railroads and the railroad employees to insist they 
have that kind of closed circuit for the railroad system. Because this 
system has been a sitting duck for paying benefits that other systems 
ought to pay. Thesystem badly needs an amendment that will change 
the present situation where on the 29th day a person is not paid benefits 
because he is voluntarily out of work, and then along comes the 31st 
day, and all is forgotten and forgiven, and it is assumed that the un- 
employment is involuntary. We do not think that is a realistic pro- 
vision. We think that the individual should go through some demon- 
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stration that can be tested—actually getting a job and working at it— 
before one can say he is involuntarily unemployed. He ought to get 
paid only when he can say: “I had a job and I am now involuntarily 
unemployed because it folded ss anf 

That provision is particularly important in situations where per- 
sons quit because they are withdrawing from the labor market to 
attend school, to farm, to look after their home, or for some other 
reason. The railroad industry should not be called upon to pay these 
persons benefits. Theoretically under the availability requirements 
they could not qualify for benefits. 

I know that you will get a very honest administration by the Rail- 
road Retirement Board. They can advise you of the extent that they 
can actually administer availability tests to a considerable portion of 
these claimants. You can perhaps administer an cmikiiie test 
where you have an employment center like Chicago or some other big 
city. But I am sure that they will give you a very frank answer as to 
the difficult problem of applying availability tests under other 
circumstances. 

Now I am moving over the situation where a person voluntarily 
quits suitable work. 

We think that he and the person who refuses a proffered job prop- 
erly could be treated exactly the same. There is no distinction in 
principle. Then there are discharges for misconduct—Mr. Chair- 
man, I think it is highly important to recognize that this disqualifica- 
tion is not intended to penalize anyone, that it would apply exactly 
the same rule to a person discharged for misconduct that is applied 
to anyone else who is unemployed through his own act. That is to 
say, these persons have now lost their job through their voluntary 
misconduct. After they have gotten another job they may lose it 
involuntarily, but until then we do not think they properly can be 
protected by the system. When a company is forced to suspend a 
person, and when suspended he can get unemployment benefits, it is 
never quite sure whether suspending him is doing him a favor or 
penalizing him. It is not the function of unemployment insurance to 
tide over people whose misconduct has taken them out of the labor 
market for the time being. 

Now, there has been some argument that this proposal might upset 
union-management grievance procedures. Union-management griev- 
ance procedures apply to a great many things. I am sure that there 
are situations where an employer attempts to get an employee to do 
work described in section 4(c) which the Board has to interpret and 
enforce. To quote from this section : 
acceptance of the work would require him to engage in activities in violation of 
law or which, by reason of it being in violation of reasonable requirements of the 
constitution, bylaws, or similar regulations of a bona fide labor organization of 
which he is a member, would subject him to expulsion from such labor 
organization. 

The Board interprets provisions like that, and they are perfectly 
competent to administer a misconduct provision. Both involve an 
area of employer-employee relations and grievance procedures. 

Every State law has this provision, and every State unemployment 
agency administers it. It may be that it has happened some time, 
though I have never heard it, where labor organizations say that the 
provision should be stricken out of the State system laws. I am sure 
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that in connection with your hearings on Federal standards, which 
under pending bills would not disturb this provision, you probably 
will have no serious question about the State properly and validly 
administering misc ones disqualifications. So we feel in that con- 
nection we have ev ery right to request your committee to seriously 
consider conforming the Railroad Act with the acts of all of the other 
States by the inclusion of strike and misconduct disqualific ations, 

Mr. Chairman, I will, if I may, take just about 5 minutes more in 
discussing sickness benefits and then I will read a couple of concluding 
pare agraphs from my statement. Your patience has been wonderful. 

The association proposes that railroad employees pay half the cost 
of sickness benefits and that maternity benefits be discontinued. 

I might point out that when American unemployment. insurance 
systems were established, it was generally thought that these would 
be financed by employers and employees, and several States or iginally 
did so. However, States by and large taxed only the employer. 
Three of the States that had employee contributions used those to 
establish sick benefits. And in Rhode Island employees paid the 
entire cost of sick benefits. That is the only State system in the 
United States that pays maternity benefits at all. 

All of these State sickness systems, either in whole or substantial 
part, are financed with employee participation. The railroad system 
is the only American system financed wholly by employers. If there 
were employee participation in the railroad system, I cannot but be- 
lieve that employee opinion would be adverse to any chiseling on the 
system. Sickness systems are very difficult to police. But if em- 
ployees generally knew that their contributions would go up because 
of people chiseling, I do not think there would be any popularity in 
chiseling or chiselers. 

Also, it is not impossible that employees as well as the railroads 
would support the next proposal that I shall mention, that is, of ter- 
minating the maternity benefits—if employee contributions were lev- 
ied to finance these benefits, Three State sickness programs, all but 
the fourth one, Rhode Island, rule out pregnancy entirely. 

I will skip over the other statements as to their systems. 

There is no significance in railroad employment which should single 
out the small percent of its employees who are of child-bearing age and 
sex, as requiring special maternity benefits. 

Railroad employees in general work under contracts where a per- 
son holding a job receives the same pay regardless of sex, and nronerly 
so. And I understand that the present minimum rate is $1.97 per 
hour. These facts alone would seem to demonstrate that neither 
equity or social need requires continuance of maternity benefits. 

I would also say with respect to the social need for such benefits, 
that with all of the various proposals and the various considerable lib- 
eralization that has been going on among the State systems, I have 
not heard of any proposal being seriously considered for adding sick- 
ness benefits to other States, and certainly none for adding maternity 
benefits. 

Mr. Chairman, in conclusion, I should like to express my apprecia- 
tion to your committee for its’ patience in listening to this extended 
statement dealing with these several important matters. At the same 
time, I should apologize for giving some of these matters the sketchy 
treatment necessitated by time limitations. I believe that a large part 
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of what I have said in dealing with the complexities of the Railroad 
Unemployment Act boils down to this: 

1. That the general unemployment insurance concept of paying a 
person who becomes unemployed a substitute by way of benefits, of the 
wages he has just lost, requires the scrapping of the calendar base 
year-lage period and benefit year of existing law—there should be no 
present significance for benefit purposes in what an individual earned 
or did not earn in 1957— 

2. That the general concept of replacing an equitable portion of a 
person’s pay loss requires gearing his benefit check to his normal pay- 
check rather than to his gross wages before tax withholding; and 
his benefit amount to his take-home daily pay rate rather than to his 
total of gross wages in his base year; 

3. That the general concept of protecting railroad pay loss of genu- 
ine railroad employees requires a basic revision of the base period test 
of qualified employees, and also a revision of definitions dealing with 
his current unemployment situation—for example the definition of 
“day of sickness,” must be revised. It should be made clear when 
the claimant is and when he is not, suffering an involuntary pay loss 
which should be compensated ; 

4. That in fixing benefits the public interest and the employees’ in- 
terest require that benefits of no claimant shall be at such levels as 
compared with his paycheck, as to impair his work incentive, and 
finally ; 

5. That, like permanent disability is now, temporary disability aris- 
ing from sickness should be financed, jointly by the railroad employ- 
ers and employees. 

Mr. Chairman, I would like to further thank you for your kind- 
ness in introducing the railroad bill by request of the association. It 
should furnish your committee an exact blueprint of its position and 
. the proposals that we urge your committee to adopt. 

Senator Morsr. Mr. Calhoun, I want to thank you very much for 
your testimony. 

I request as chairman of this subcommittee that both the staff and 
Mr. Schreiber cover each one of the problems that you raised in this 
testimony on this matter of insurance benefits because it is due you 
and it is due the public that each one specifically be covered in execu- 
tive session by this committee. I make the statement so that the repre- 
sentatives of the brotherhoods will know that we would be very glad 
to receive from them any memorandums that they want to file on the 
points that you so ably raised in this testimony this afternoon. 

We will proceed at 10 o’clock tomorrow morning when we will hear 
Mr. Whitman. 

We will stand in recess. 

(Whereupon, at 4:55 p.m., the subcommittee recessed to reconvene 
at 10 a.m. Thursday, Feb. 19, 1959.) 
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THURSDAY, FEBRUARY 19, 1959 
U.S. Senate, 
SUBCOMMITTEE ON RariroaD RETIREMENT OF THE 
ComMMITTEE ON Lapor AND Pusiic WELFARE, 
Washington, D.C. 
The subcommittee met at 10 a. m., pursuant to recess, in room 4232, 
New Senate Office Building, Senator Wayne Morse (chairman of the 
subcommittee) presiding. 
Present: Senators Morse (presiding), Clark, and Cooper. 
Committee staff members present: Stewart E. McClure, chief clerk ; 
Samuel V. Merrick, special counsel to the subcommittee; and Raymond 
Hurley, professional staff member. 
Senator Morse. The hearing will come to order. 
Our witness this morning is Mr. Fred Whitman, president of the 
Western Pacific Railroad, San Francisco, Calif. 
Mr. Whitman, will you come forward and proceed in your own way. 


STATEMENT OF FREDERIC B. WHITMAN, PRESIDENT OF THE WEST- 
ERN PACIFIC RAILROAD, SAN FRANCISCO, CALIF. 


Mr. Waurrman. Mr. Chairman and gentlemen of the committee, 
my name is Frederic B. Whitman. I am president of the Western 
Pacific Railroad, having held that position since July 1, 1949. 

I started my railroad service as a locomotive fireman in 1919 with 
the Fort Worth & Denver City Railroad just after graduation from 
college. 

The Western Pacific Railroad is one of several railroads which link 
the rapidly growing West with the Midwest and East. We operate 
1,189 miles of main track—the principal line running from the San 
rary Bay area through California and Nevada to Salt Lake 

‘ity, Utah. 

ur gross revenues in 1958 amounted to about $52,100,000. 

I deeply appreciate the opportunity to appear before you and to try 
to tell you, in the brief time allotted to me, what the cost of unemploy- 
ment compensation presently means to the Western Pacific Railroad 
Co. and also describe to you the serious adverse impact that the 
proposed enlargement of unemployment compensation benefits will 
have upon our employees, our financial picture, and upon our ability 
to carry out our obligation to furnish our shippers adequate service 
at reasonable rates. 

I am proud, and I believe justifiably so, of the operating record 
that the Western Pacific has been able to establish among class I 
railroads. There are certain indexes that are used to measure efficient 
operation—such as average freight-train speed, average car-miles per 
car-day, gross ton-miles per train-hour, and freight-locomotive miles 
per day—and the Western Pacific ranks high in most of them. This 
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efficiency in operation has been accomplished, within the limits of 
our financial ability, by taking advantage of and, in some instances, 
pioneering the technological advances in the industry. To do this 
has required a tremendous investment in diesel power, centralized 
traffic control, extension of sidings, improved roadway and modern 
rolling stock. Since 1948, we have made capital expenditures for 
roadway of approximately $37,604,000, financed almost entirely from 
earnings. In addition, we have spent, or have become obligated for, 
$53,695,000 for the purchase of new equipment which also has been 
paid for, or will be paid for, from earnings. 

The Western Pacific operates in one of the fastest-growing areas 
in the country and in a highly competitive field. If we are to main- 
tain our position in this highly competitive transportation field and 
render the public service to which we are committed, it is imperative 
that we devote every available dollar toward improving our plant 
and equipment and toward maintaining our credit so that we are 
in a position to perform the type of service our customers insist upon 
if we wish to have them continue as our customers. It is essential 
that we do this not only in the public interest but also for the well- 
being of the company and the continued well-being and employment 
of our employees. 

Our pronosed capital expenditure program for 1958 amounted to 
about $7,778,100, but, because of heavy capital expenditures in 1957 
and previous years along with decreased earnings during the 1957- 
58 recession, our cash position was such that we were only able to go 
ahead with a program in 1958 of about half that size—roughly. a 
total of $4,704,833. Thus, we were obliged to defer much of a badly 
needed rail and ballast program, which expenditures must be made 
up in future years. While our cash position improved during the 
latter months of 1958, we continue to find ourselves in 1959 obliged 
to make additional further deferments in maintenance. 

Our total expenditure program this year is planned at $7,391,950, 
but this is, again, only about half of what we would be spending if 
the funds were available. 

One of the items in this budget of $7 million is for piggyback 
freight cars amounting to about $1,300,000, and we elected to go 
ahead with the purchase of those cars and to defer ballast and rail 
programs, because we felt it was important that we provide these 
in order to serve the public need. 

These expenditures, past and future, are for the purpose of holding 
the business that we have and attracting the additional business we 
must have if we are to remain a going concern. If we don’t remain 
a going concern because of our inability to retain and also increase 
our traffic, employment opportunities on the railroad will worsen or 
disappear accordingly. I am sure that our workers are much more 
interested in continued and improved employment opportunities than 
they are in unemployment compensation. 

I have dwelt on the matter of our finances and financial necessities 
at some length because they offer some background for a proper under- 
standing of what the cost of doing business means to us and to our 
shippers and employees. It also indicates how important it is to all 
of us that our costs be not enhanced without an adequate return. 

Out of a total of $39,100,715 operating expense in 1958, our payroll 
amounted to $23,908,531. This amounts to over 61 percent of our 
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operating expenses, and, I may add, amounts to 46 percent of our 
gross revenues. That is a litle bit lower than the average for rail- 
roads generally. 

In addition to our payroll, however, we have two other very sub- 
stantial items of direct labor cost; for example railroad retirement 
cost us $1,016,962 and unemployment insurance $406,951, a total of 
$1,423,913. 

When Congress passed legislation in 1956, granting an additional 
10 percent in railroad retirement benefits to railroad employees, no 
provision was made for financing these additional benefits. To pro- 
vide for financing this 10 percent increase and to provide an additional 
increase in benefits comparable to that granted last year under the 
social security system, the railroads have expressed a willingness to 
increase their contribution to the Railroad Retirement Fund from 614 
percent to 634 percent, on a base increased from $350 per employee 
per month to $400 per employee per month. 

We estimate that this will cost the Western Pacific continued ad- 
ditional payments of approximately $200,000 annually in the future, 
or an increase of about 20 percent over our present continuing pay- 
ments. 

Now as to unemployment compensation. 

In 1958 our payments cost the Western Pacific $406,951. For 1959, 
based on the present law, the cost will be $488,300. However, under 
the proposed legislation, which you are considering and which in- 
creases the percentage from 3 to 314 percent on a new base of $400 
per employee per month, our cost would amount to $638,400. 

Furthermore, it does not appear that the 314 percent will be ade- 
quate to finance the increased benefits proposed by S. 226, as you will 
note the Railroad Retirement Board’s report submitted to your com- 
mittee states that, in all probability, 334 percent—or possibly even 4 
percent—would be necessary to finance the proposed additional bene- 
fits. 

Should this legislation be passed and a rate of 334 percent is found 
necessary, our annual cost would become $684,000; at a 4 percent rate, 
$729,600. 

Thus, it is clear that if the bill becomes law we can expect to have 
to divert additional amounts of between $150,000 and $241,300 each 
year, away from productive expenditures to a use of doubtful value. 
I say “of doubtful value” because of the record of abuses of unemploy- 
ment. insurance in the railroad industry, which has been discussed in 
the testimony of Railroad Retirement Board member Thomas Healy 
presented to you on February 4, 195°. 

Furthermore, I would point out that—when we are required to di- 
vert these additional funds away from funds which should be used 
for much needed maintenance and improvement—the railroads are 
in a less favorable position to maintain and enhance employment op- 
portunities that would be available if we were able to make these 
expenditures. 

I have prepared, and there have been distributed to you, two charts 
which will give you a visual demonstration of what occurs to employ- 
ment as business drops off. | 

Senator Morse. May I interrupt just a moment. I will instruct the 
reporter to include exhibit A in the record at this point. 
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(Exhibits A and B follow:) 


EMPLOYMENT AND COMPENSATION 


THE WESTERN PACIFIC RAILROAD COMPANY 
1945 - 1958 


EXHIBIT A 
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Senator Ciark. Mr. Chairman, could I suggest that there also be 
included in the transcript a third chart which shows the overlay ? 
The two charts separately are not as meaningful as they are when re- 
vised by this. 

Senator Morse. Yes, the suggestion of Senator Clark will be car- 
ried out and referred to as exhibit C. 

(Exhibit C is as follows :) 


Exursir C 
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Mr. Wurman. The first chart, marked “Exhibit A,” is an overla 
index chart showing the relationship of Western Pacific’s total payroll 
to its average number of employees since the end of World War LI. 

You will note that in 1958 the average number of employees em- 
ployed on our railroad was 55 percent of the total we had in 1945. 
But also please note that in 1958 the total payroll had risen 12 percent 
above what it was in the base year of 1945 even though we had far 
less people employed. 

The second chart, marked “Exhibit B,” is an index chart which 
shows the relationship of revenue-ton-miles to revenue-per-ton-mile 
for the same period. 

Revenue ton-miles measures the physical amount of business that 
the railroad does and revenue-per-ton-mile shows the revenue per unit 
that we receive for hauling that business. 

The chart shows that since 1945 the amount of business done has 
diminished by almost 30 percent, while revenue-per-ton-mile has in- 
creased by 47 percent. 

That, of course, is because of the freight-rate increases that have 
been granted by the Interstate Commerce Commission in the mean- 
time. 

By placing the overlay chart A over chart B, you will see that the 
decrease in Western Pacific employment almost exactly coincides with 
the decrease in the amount of business we have done. There also 
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appears on chart B an index of total operating revenue, which shows 
the fluctuations since 1945. 

If you will compare this index with the index of payroll fluctua- 
tions on “A,” you will see that payroll is up and operating. revenues 
are down. 

The charts demonstrate a trend which we have no reason to believe 
will be reversed until our cost of doing business becomes more stabi- 
lized. Stabilization of our costs of doing business is not possible so 
long as we are arbitrarily required to divert our resources to uses 
which are unproductive from the standpoint of holding onto or in- 
creasing our volume of business. 

In the passage of the Smathers-Harris Act of 1958, Congress took 
cognizance of the fact the railroads all need assistance badly. The 
railroads are appreciative of the aid provided by the 1958 legislation 
but must have the further legislative relief they are now seeking if 
their fortunes are to be improved sufficiently to put them in sound 
financial position. 

Such congressional aid as has been or will be afforded them should 
not be subverted by any improvident action in the field of unemploy- 
ment compensation, as is contemplated in the proposed bill, S. 226. 

The serious effect on the railroads’ financial position of increasing 
unemployment costs—as proposed in S. 226—is apparent in yet an- 
other, and no less important, way. 

The railroads, trucks, airlines, bargelines and steamship companies 
are all competing for the transportation dollar. 

In the field of retirement and unemployment benefits, all of these 
competitors—except the railroads—are subject only to the Social Secu- 
rity Act and the State Unemployment Compensation Acts. Thus the 
impact on our competitors of the expense of retirement and unemploy- 
ment benefits imposed by government is much less severe than on the 
railroads. 

For example: A comparison, between the social security tax rate of 
21% percent of the first $400 per month of each employee’s salary and 
the present and proposed tax rate and base for railroad retirement, 
shows that the trucks, airlines, bargelines and steamship companies 
pay $10 per month per employee earning at least $400, while the rail- 
roads now pay $21.88 per month per employee earning $350, and have 
at these hearings agreed to a proposed amendment to the Railroad Re- 
tirement Act which would increase this to $27 per month: $120 per 
employee per year for our competitors, $324 per employee per year for 
us; which means that our competition’s cost for retirement imposed 
by Government is 63 percent less than ours. 

As to unemployment compensation costs a similar comparison of 
railroad costs to those of our competitors operating in the same States 
in which we operate shows the following. 

In California, our competitors pay $51 per employee per year; in 
Nevada, $82.80 per employee per year; and in Utah, $48 per employee 
per year; while Western Pacific and all other railroads operating in 
these three States pay $126 per employee per year. 

Thus, depending on which State one selects in comparison, our com- 
petition’s costs for unemployment compensation are anywhere from 34 


to 62 percent less than what we pay under present provisions of the 
Railroad Unemployment Insurance Act. 
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By combining the relative costs of unemployment compensation 
and retirement, 1t develops that in the field of these costs the railroads 
have a disadvantage of anywhere from 55 to 63 percent. 

How, in good conscience, can we be expected to assume a further 
disadvantage by increasing unemployment insurance costs under — 
proposed legislation by as much as $66 more per employee annuall 

Gentlemen, I I submit to you that in all fairness we should not 
subjected to this, especially when added to the competitive dinadvent- 
tages under w hich we are already struggling. 

I would not like to have the committee get the impression from what 
I have said that I am opposed to railroad retirement or unemployment 
compensation; but I am unable to see that there is any justification 
for greater liberality i in either of these fields, as far as the railroads 
are concerned, than pertains to industry generally. 

The distinet disadvantage of the railroad industry in this regard 
should not be increased by “further and costly liberalization of unem- 
ployment benefits; rather, the administration of unemployment com- 
pensation should be tightened by appropriate legislation to eliminate 
the flagrant abuses that were so well described ‘by Mr. Healy in the 

testimony he submitted on February 4, 1959. 

I was shocked to read in the Statistical Summary of Operations, 
Bureau of Railroad Unemployment and Sickness Insurance, for the 
fiscal year ending June 30, 1958, that in a 3-percent sample check for 
possible employment on the days claimed as idle, 22.7 percent of 
claimants in the 3-percent sample were found to be drawing benefits 
fraudulently. This is indeed alarming. 

Unlike many of the State systems, under the railroad unemploy- 
ment system the reason given by a person for being unemployed is 
not required to be checked with the last employer. 

In a recent experiment with the regional board in our area, infor- 
mation which we furnished the board—with respect to reason for 
termination of employment—resulted in the disqualification of a 
number of claimants who were attempting to process fraudulent 
claims. 

In my opinion, if the act were amended to prevent the abuse of 
funds and to weed out unconscionable claims, there would be no 
need for any increase in the cost of unemployment compensation. 

Accordingly, in conclusion, I respectfully urge upon the committee 
that the proposed amendments to the railroad retirement and railroad 
unemployment insurance systems contained in S. 226 be rejected and 
that the proposals as outlined in Mr. Loomis’ testimony and as will 
hereafter be outlined by Mr. Calhoun be adopted. 

Gentlemen, I wish to thank you for your kind attention. 

Senator Morse. Thank you very much, Mr. Whitman. 

Senator Clark, any questions ? 

Senator Ciark. No questions, Mr. Chairman. 

Senator Morse. I have no questions. I think your testimony speaks 
for itself. 

Are there any further witnesses to be offered by the carriers? 

Mr. Anderson, are you here to speak for the railroad brotherhoods ? 


37456—59-. 
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STATEMENT OF C. T. ANDERSON, ASSISTANT TO THE CHAIRMAN 
OF THE RAILWAY LABOR EXECUTIVES’ ASSOCIATION, WASH- 
INGTON, D.C. 


Mr. Anperson. I am C. T. Anderson. On behalf of our counsel, 
Mr. Lester Schoene, I desire to submit for him three documents—one 
in the form of a narrative, discussing the financial condition of the 
railroad industry generally; the second a document which sets forth 
the business experience of a number of railroads by regions for the 
years 1956, 1957, and 1958; and a third, a one-page document, which 
sets worth in dollars and cents the financial savings to the railroads 
resulting from the change in the 3 percent base rate under railroad 
unemployment insurance in 1948 to a sliding scale which resulted in 
an ll-year experience under this tax, indicating that the railroads 
have paid actually less for unemployment surance than employers 
covered by the various State systems. 

In addition to that, Mr. Chairman, noting what was said here 
yesterday, our association has asked me to say that we are delighted 
to cooperate with you and with the committee at any time in any 
meeting that you might arrange with the Association of American 
Railroads for the purpose of trying to find a common ground that 
we might all agree on in this very serious matter. 

We urge on the committee, however, a sense of urgency and great 
need here. 

We hope that such a meeting, if it is held, can be held very quickly 
in order that undue delay might not result from it. 

We would like to share the optimism in some quarters that agree- 
ments could be reached. We hope that they can, and we stand ready 
to help in any way we can in arriving at such agreements. 

Senator Morse. Thank you very much, Mr. Anderson. 

The memorandums and documents as identified by the witness for 
the brotherhoods will be incorporated in the record at this point. 
(The three documents referred to follow :) 


Savines Rar~roaps Have MApe Since 1948 REDUCTION OF THE ORIGINAL 3 
PERCENT TAx RATE FoR THE RAILROAD UNEMPLOYMENT INSURANCE SYSTEM 
Top $1.1 BILLION 


In 1948 the tax paid by the railroads under the Railroad Unemployment 
Insurance Act was reduced from the original 3 percent of taxable payroll to a 
rate ranging from one-half of 1 percent to a maximum of 3 percent, depending 
upon the balance in the “Railroad unemployment insurance” account. Under 
this amendment, the railroads have saved over $1.1 billion from the amount 
they would have paid into the fund had the tax rate of 3 percent set in the 
original Railroad Unemployment Insurance Act been continued throughout this 
period. The following table, compiled by the RLEA from official figures sup- 
plied by the Railroad Retirement Board, shows how this saving has come about. 
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Tavable payroll and accrued contributions under the Railroad Unemployment 
Insurance Act, at actual rates and at 3 percent, calendar years 1948-58, and 
savings to railroads resulting from the reduced rates established 1948 


{In thousands of dollars] 





Accrued contributions at— 


DS es 8. ee 
payroll railroads 
| Actual rates | 3-percent rate 

WOR ois. cs a abe bis sdie ee ead $4, 952, 000 $24, 760 $148, 560 $123, 800 
BR past Sicas cobs canbdedsnaseabite 4, 609, 000 23, 045 138, 270 115, 225 
ES ae) 4, 704, 000 23, 520 141, 120 117, 600 
Was. i aes, ES Oe a Sete | 5, 111, 000 25, 555 153, 330 127, 775 
SE 0a00sdandans -eulde. <-vemesascberends 5, 046, 000 25, 230 151, 380 126, 150 
Sl wisesvechinhe vss nasiicissehocasenel 4, 989, 000 24, 945 149, 670 124, 725 
Wi nah 228) A ak Sarah AS 4, 707, 000 23, 535 141, 210 117, 675 
cits Seas el ek ores oe 4, 925, 000 24, 625 147, 750 | 123, 125 
WN iss ewe arene econ a eee 5, 060, 000 75, 900 151, 800 | 75, 900 
OE ce gS ke ae eee | 4, 860, 000 97, 200 145, 800 | 48, 600 
1958 (estimated)....-.....-...-...-.-.-.-- 4, 200, 000 | 105, 000 126, 000 | 21, 000 

RA cet tiareciniienpudatiaatces | 53; 168, 000 | 473, 315 1, 594, 890 | 1, 121, 575 





Note.—The actual rate was 0.5 percent for 1948-55, 1.5 percent for 1956, 2 percent for 1957, and 2.5 percent 
for 1958. 


STATEMENT OF FINANCIAL CONDITION OF THE RAILROAD INDUSTRY PRESENTED IN 
BEHALF OF THE RAILWAY LABOR EXECUTIVES’ ASSOCIATION 


This statement is in response to and supplementary to the statements which 
have been presented here by the carriers and others with reference to the finan- 
cial condition of the railroad industry. We understand, and we are sure the 
committee members understand, that this proceeding is not an inquiry into the 
general problem of the railroad industry’s health or financial condition; it is a 
hearing to determine, in the light of our experience, what changes are needed in 
the Railroad Retirement Act and the Railroad Unemployment Insurance Act. 
Both the Retirement Act and the Unemployment Insurance Act were originally 
passed during the depression years of the 1930’s. The amendments to the acts 
since that time have been enacted during years with varied economic conditions, 
sometimes when the railroads and the Nation were in prosperity, and sometimes 
when conditions were relatively depressed. We are proposing permanent 
changes related to the whole continuing national policy of social insurance de- 
velopment, and not to be determined by transitory fluctuations in general eco- 
nomic conditions or in railroad earnings. Nevertheless, since the financial con- 
dition of the industry has been brought in by the carriers, it is important that 
the committee be correctly informed as to the current situation. Our past ex- 
perience with the representatives of railway management has demonstrated to 
us that the bleak despair and gloomy forebodings we have heard here are atti- 
tudes primarily developed to form a basis for resisting requests of railway 
workers. They do not provide a reliable view of the industry’s position. 

The facts are these: 

1. The railroads have recovered from the 1957-58 recession. 

2. The basic railroad financial position is excellent. 

3. Railway employees have made major contributions to the efficiency and 
economic strength of the railroad industry. 





238 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


I. THE RAILROADS HAVE RECOVERED FROM THE 1957-58 RECESSION 


A. The carriers came through the recession of 1957-58 in excellent condition with 
no permanent injuries or bruises 


The carriers have emphasized their performance during 1958, and particularly 
the experience of companies which were hard hit by the recession in the early 
part of that year. For our purposes here, no meaningful appraisal of the rail- 
road industry can be based on circumstances resulting from short-turn, tempo- 
rary economic trends. The 1957-58 recession brought a general adjustment of 
inventories by business enterprises throughout the country. Retailers, whole 
salers, manufacturers, and suppliers of raw materials, fearing decline in prices, 
all reduced orders and production so as to reduce stocks of goods on hand. The 
immediate and natural effect of this development was to cut down on the 
amount of materials and products moving in commerce. This resulted in a 
heavy reduction in the amount of transportation needed and the railways ac- 
cordingly suffered a heavy decline in traffic. That is what happened beginning 
in late 1957 and running through the early months of 1958. 

In retrospect, economists now recognize that the 1958 recession was extremely 
deep; but that it didn’t last quite as long as the two previous postwar inventory 
recessions in 1949 and 1954. The railroad industry lived through both of these 
periods and came back with great strength. After the 1949 recession, with 
recovery in 1950, the carriers went forward to new earnings’ records. In 1953, 
they had the greatest net income in their history, surpassing even the best of the 
golden 1920’s and the peak years of World War II. In late 19538, and through- 
out most of 1954, the railways went through another recession period; but, in 
1955, they again advanced to a new peak level, with 1955 breaking the 1953 
record. 

In the 1957-58 recession, railway earnings did decline steeply. During the 
first 8 months of 1958 net railway operating income fell to $392,813,000, which 
was 42 percent below the level of the same months of 1956 and 36 percent 
below the level of the same months of 1957. Net income showed an even greater 
proportionate decline, dropping to $278,226,000, 48 percent below the level of 
the same months of 1956 and 41 percent below the level of the same months of 
1957. In the early months of 1958, a large number of individual carriers had 
net deficits. That is, they failed to make their fixed and contingent charges for 
several months in a row. In January, there were 37 such carriers; in February, 
there were 45 such carriers; and in March, there were 33 such carriers. In 
hearings before this committee last summer, the carrier spokesmen placed great 
emphasis on the railroads that showed monthly deficits in early 1958. However, 
in the later months of 1958, higher traffic and improved revenues brought net 
earnings to those less fortunate roads; most of them overcame the deficits of 
the early months and realized net profits for the whole year. Im the final 
accounting at the end of 1958 only 17 railroads failed to earn their fixed and 
contingent charges for the year. 

Although the recession was comparatively Severe on some railways, as it was 
for many other industries, no serious damage was done; no new carriers fell into 
receivership or bankruptcy. A few roads reduced their dividends or eliminated 
them for the year, but total dividends for the industry as a whole were reduced 
only moderately. In the first 10 months, the reduction for all railways was only 
about 18 percent below the 1957 levels; and these were only slightly under the 
extremely high payments of 1955 and 1956. 

The real burdens of the recession fell on the employees. Railway employment 
dropped to the lowest levels of the 20th century. As of May 15, 1958, only 825,000 
employees were working on the railroads. More than 300,000 railroad workers 
were laid off in the 12-month period ending June 30, 1958; 67,000 of these unem- 
ployed workers completely exhausted their benefits under the Unemployment 
Insurance Act for that year. And that is one of the real problems before this 
committee: the plight of one-third of this industry’s loyal workers, who during 
1958 were thrown out of work; whose benefits under the present Unemployment 
Insurance Act were too low to begin with and were cut off too soon. 

The experience of 1958 has been extremely illuminating. The railways 
proved their ability to ride an economic recession with ease and serenity. As 
revenues declined, the carriers laid off workers and reduced their payrolls and 
expenses. Net earnings held up at a comparatively high level and most dividend 
payments to stockholders were continued. But 300,000 employees were thrown 
~ aa and the reserves of the unemployment insurance system were heavily 
depleted. 
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BR. The recession is over and the carriers are now headed toward high prosperity 


Business conditions began to improve just before midyear of 1958. By August, 
economists recognized that the recession had definitely been arrested and that 
the recovery was underway. By September railroad earnings had also turned 
up. In the last 4 months of the year net railway operating income and net 
income had returned nearly to their prerecession level. In the months from 
September through December of 1958 total net railway operating income for all 
railways was $368,932,000, 20 percent above the same period of 1957 and only 6 
percent under the same period in 1956, a year in which net railway operating 
income exceeded $1 billion. In the last third of. 1958 net railway operating 
income was at an annual rate of $1 billion. This is not far below the levels of 
such record prosperity years as 1953, 1955, and 1956. Net income after all 
eharges, during the last 4 months of 1958, was $323,774,000, 25 percent over the 
1957 level and only 6 percent under 1956. 

Almost all individual railways have shared in this industrywide comeback ; 
the earnings of most carriers have advanced far above the last months of 1957 
and close to the high levels of 1956; some carriers have actually earned higher 
profits than in 1956. 

The outlook for 1959 is excellent. Carloading predictions by shippers’ advisory 
boards and other authorities indicate a substantial traffic increase above last 
year’s level. Actual carloadings in the early weeks of this year have already 
advanced beyond last year’s levels. In the latest week for which information is 
available, the gain over 1958 was 6.2 percent, the best year-to-year gain in 
3 years. 

In spite of this gain in traffic and pickup in earnings, there has been no improve- 
ment in railway employment. Heavy layoffs continued in 1959. Preliminary 
January estimates place total railway jobs at 810,675, 15,000 below the level of 
last May. 

Most economists are predicting good business for 1959. The Economic Report 
of the President (although phrased with considerable restraint) clearly showed 
general confidence in full recovery, and renewed national growth to unprece- 
dented heights. 

The railroads fully expect to share in the anticipated recovery in 1959. As 
usual, railway spokesmen show little enthusiasm and comment with subdued 
eloquence when they appraise a bright and pleasant future. Nevertheless, Mr. 
J. Elmer Monroe, vice preseident of the Association of American Railroads and 
director of the Bureau of Railroad Economics, in the conclusion of his review 
of last year’s results, stated : 

“With the lean and troublesome 1958 behind them, the railroads entered 1959 
with a more favorable outlook than prevailed at this time a year ago. General 
business trends are currently on the upgrade and seem likely to show continued 
though moderate improvement in the year ahead.” 

The basis for the restraint of railway leaders in discussing their immediate 
traffic and earnings prospects is common knowledge, as the following excerpt 
from an article in the Wall Street Journal on February 11, 1959, shows: 

“Rail unions are certain to try to capitalize on increasing railroad earnings. 
(Because of this, the president of a major eastern railroad concedes privately 
he’s tempreing his statements about his line’s improving business.)”? 

However careful railroad leaders may appear to be in their short-term pre- 
dictions of traffic and earnings, most of them hold strong and optimistic views 
of the long-term railroad outlook. Mr. Symes, president of the Pennsylvania 
Fs wpa for instance, made the following statement on September 7, 1955, in 

ieago: 

“In 1954 they (the railroads) participated in 51 percent of the total intercity 
freight ton-miles—or 557 billion ton-miles. If the downward trend in rail par- 
ticipation of the past 10 years continued unabated during the next 10 years, 
then by 1965 the railroads would be called upon to handle 650 billion ton-miles 
of intercity freight—17 percent more than last year. If the distribution leveled 
off and the railroads maintained their 1954 participation, they would be called 
upon to handle 790 billion ton-miles—42 percent more than last year. If the 
railroads were called upon to handle 55 percent of the total tonnage, that would 
mean 852 billion ton-miles—53 percent more than last year and 14 percent more 
than they ever handled in their history—which was the war year of 1944. 


‘Source: Wall Street Journal, Feb. 11, 1959, p. 1, a feature article by William R. 
Clabby, staff reporter. 
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“Now, I, for one, am optimistic enough to believe that 55 percent narticipa- 
tion by the railroad industry should be the minimum by 1965 * * *,”? 


Il. THE BASIC RAILROAD FINANCIAL POSITION IS EXCELLENT 


An understanding of the condition of the railroad industry cannot be based 
on fragmentary and incomplete evidence relating to a few financial items or 
to a few individual railroads. Any appraisal, to be of real value, must cover 
adequately the railroad capital structure and physical condition, the relationship 
between the trends of costs and income, and the long-term trend and outlook 
for earnings. No reliable picture of these elements was presented by any of 
the carrier witnesses who thus far have appeared before this committee. 

The capital structure of the railroad industry today is stronger than it has 
ever been. Prior to the Second World War, a large part of the industry was 
heavily overburdened by debt, with total funded debt in the hands of the public 
in excess of $10 billion. This debt was supported by an investment in road 
and equipment of just over $20 billion. Thus, debt in the prewar years made 
up about half of the total investment. At the end of 1957, investment was over 
$27.5 billion, but debt was down to just over $8 billion—less than one-third of 
the total investment. 

These debt reductions naturally lowered interest payments and enabled the 
earriers to cover fixed charges by a much wider and safer margin than ever 
before. Prior to the war, interest alone sometimes claimed as much as 18 per- 
cent of total yearly revenues. In 1957, interest took less than 4 percent. In 
1929, one of the best predepression years, income before fixed charges covered 
such charges by a ratio of only 2 to1. In 1957 the comparable ratio was almost 
3 to 1. Clearly, from an investor’s point of view, the financial structure of the 
industry has been substantially improved. 

These improvements in the railroads’ financial structure took place over a 
period when the carriers were making enormous investments in additions and 
betterments. Such investments were financed primarily through earnings and 
depreciation accruals, or through relatively short-term equipment obligations 
which were paid off largely from depreciation accruals. 

The new investment brought about great improvements in railroad equip- 
ment and road properties. Over half the locomotives in service today are under 
10 years old. Nearly half of the freight cars are 15 years old or newer. The 
industry has almost completely converted to diesel operation and the overall 
age of the freight car fleet is lower than it has been for many vears. This does 
not mean that more capital outlays for equipment won’t be needed in the future. 
But is does show a significant improvement over past years. 

Track and roadway have also been substantially improved. New and greatly 
improved signsling systems have been installed: automatic classification yards 
have been built; ties and rails have been replaced. Railway offices have heen 
equipped with new machinery and devices, including electronic computer systems 
to replace old accounting methods. 

The carriers have imipaired their properties and equipment during recent 
months through unwise maintenance policies. Many managements have not 
kept their properties in good repair, and thus have lost some of the value and 
return they should have realized from their expenditures for additions and 
betterments.* Overall, however, with resumption of good maintenance, the rail- 
road plant may be said to be as good as at any time in history. 

The costs of railway operation have not increased disproportionately. It 
is true that the hourly wage rates of railway workers and the prices paid by 
the railways for materials and supplies have all increased substantially during 
the postwar years, in pace with the wage progress of other American workers 
and with the general price level. But unit costs of operation have not increased 
proportionately. Exhibit 1, attached, shows the trend of unit costs of oneration, 
the Consumer Price Index and the wholesale price index of the U.S. Department 
of Labor for the years 1922 to 1958. Since the end of the war, total railway 
costs per gross ton-mile have increased by only 42.6 percent. In the same 
period, consumers’ prices have risen 60.6 percent and the wholesale price index 


2Souree: Association of American Railroads. oe Digest of Developments and 
Commerts.” vol. 10. No. 8, October 1955, nn. 242-245 

20n Jan. 1, 1959, &.6 percent of the Nation’s freieht ears were reported unserviceable 
becanse of lavging maintenance; some shippers have expressed fears of a critics] car 
—, | particularly in the eastern and far western regions. (Railway Age, Feb. 9. 
1959, p 
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by 73.3 percent. Comparisons based on earlier years reveal similar trends. 
Thus, the actual costs of providing railway service have risen less than the 
general price level, in spite of increases in wages, and prices of materials and 
supplies and other items. 

The carriers have sought for and received successive increases in freight 
and passenger charges from the ICC during the postwar period. These in- 
creases have kept railway revenues in line with increases in unit costs. Exhibit 
2, attached, shows the trend of these elements from 1921 to 1958. 

As a result of all of these factors—the improved capital structure and physical 
condition of the railways, and their ability to keep costs and revenues in bal- 
ance—net earnings have been maintained with great stability during the last 
decade. Exhibits 3 and 4, attached, show the trend of major income account 
items of the railways for the period 1921-58. It will be noted that net railway 
operating income, the operating profit of the carriers, has remained remarkably 
close to $1 billion throughout the postwar years. Prior to World War II, the 
carriers net railway operating income frequently dropped well below $500 
million. Not once during any of the postwar years has it fallen below $600 
nillion. Since 1949 it has not dropped below $750 million. Net income, which is 
the final corporate profit of the carriers, also has been extremely stable. Prior 
to the war, the carriers as a whole showed net deficits in some years. Since 
the end of the war, this has not happened and in recent years net income has 
held well above $500 million. 

What has proved true for the industry as a whole has been generally true 
also for the individual railroad systems that make up the industry. Most 
earriers have maintained net income in every postwar year, and the number 
which have occasionally failed to show corporate profits has been very small 
even in the periods of temporary recession. Prior to the war, it was not 
unusual for more than half of the railways to show net deficits, i.e., to fail 
to make their fixed and contingent charges for the year. In recent years, the 
number of deficit carriers has remained low. 

The adequacy and stability of railway earnings can be measured in many 
ways. One of the most reliable measures is the return earned in relation to 
the common and preferred stock in the hands of the public. Exhibit 5, attached, 
shows such a comparison for a number of years. In 1957, the latest year for 
which we have these figures, the railways earned 12.8 percent on their outstand- 
ing equity eapital. All other recent years have shown similar high rates, gen- 
erally better than those of most prewar years. It is clear that railway earnings 
have been maintained at relatively high levels during the postwar period. 


Ill. RAILWAY EMPLOYEES HAVE MADE MAJOR CONTRIBUTIONS TO THE EFFICIENCY 
AND ECONOMIC STRENGTH OF THE RAILROAD INDUSTRY 


The railroads are a service industry; their only product is the transportation 
service provided by the employees, using the facilities and equipment that 
railroad owners and management have made available. Progress in such an in- 
dustry is necessarily achieved through the combined efforts of employees, man- 
agement, and investors. Through the years, investors provide improved tools 
and equipment; management organizes, coordinates, and leads; and employees, 
through their ever-improving skills, wider knowledge, and growing efficiency, 
do the transportation job with progressively increasing efficiency. 

The railroad industry has made an impressive record during the last four 
decades. In 1920 there were 2,022,000 employees of class I railways. The 
same carriers had 48,000 locomotives in road service, 2,300,000 freight cars, and 
35,000 passenger-carrying cars. In that year, the railroads hauled 410 billion 
ton-miles of freight and 46 billion passenger miles. In 1957, the latest year 
for which we have such complete data, the carriers averaged only 986,000 
employees; they owned only 13,500 road locomotives, 1,745,000 freight cars, and 
15,837 passenger-carrying cars. American railroads had 52 percent fewer 
employees, 72 percent fewer locomotives, 24 percent fewer freight cars, and 
55 percent fewer passenger cars than in 1920. Yet in 1957 the carriers, using 
this much smaller employee force and much smaller plant, hauled 34 percent 
more traffic than in 1920. They carried 618 billion ton-miles of freight, about 50 
percent more than they had in 1920. Passenger traffic had dropped off from 
the 1920 level but not as much as the drop in employment and passenger equip- 
ment. Expressed in terms of traffic units (which combine ton-miles with 
passenger-miles) total traffic in 1957 was 669 billion as against 500 billion 
in 1920. 
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This was a many-sided achievement attributable to no one factor or one 
element. Freight cars were loaded with an average of 33.4 tons in 1957 com- 
pared to 27.6 tons in 1921; the average freight car was hauled 47 miles a day 
in 1957 compared to 25.8 miles in 1921. Train crews moved trains averaging 
69.3 such cars in 1957 at average speeds of 18.8 miles per hour. In 1921 they 
had pulled only 37.4 cars per train at average speeds of 11.5 miles per hour. 
Gross ton-miles per train-hour, an overall measure of operations’ efficiency, in- 
creased from 16,555 in 1921 to 59,186 in 1957, nearly a fourfold increase. Even 
in passenger service, where traffic has declined, general efficiency has increased 
substantially, with trains moving at faster speeds and carrying many more 
passengers per car and per train. 

The members of the committee will understand that the achievement of 
increased transportation efficiency is an organization achievement to which all 
groups contribute. Train and engine service employees are able to take longer 
and heavier trains over the road at increasing speeds, in part because the mainte- 
nance workers have provided and maintained a better roadway and better equip- 
ment. Communications workers, station and office employees, and all other 
groups also have increased efficiency in many ways. 

Output per man-hour, the generally accepted measure of employee productivity, 
is measured for the railroad industry in terms of revenue traffic units per man- 
hour. From 1921 to 1958 revenue traffic units per hour increased by 225 percent, 
an average (compounded) rate of increase of 3.3 percent per year. This rate 
varied from year to year, depending to some extent on fluctuations in traffic; 
however, for the first 20 years of the period (1921 to 1941) the average annual 
rate of increase was 3.4 percent. During the war and in the early postwar ad- 
justment years, the rate of advance slowed; from 1941 to 1949, output per man- 
hour increased at a rate of only 1.3 percent. From 1949 to 1958 (based on the 
first 10 months of operation in 1958) output per man-hour has increased at a rate 
of 4.8 percent per year. Employee efficiency in the railroad industry is at its 
all-time peak; the current rate of productivity progress is the highest in history. 

And among the workers who have achieved this magnificant record are the 
thousands who have been thrown out of work on short notice, for long periods. 
Those railway men need and deserve the improvements in benefits we are here 
requesting. 

SUMMARY 


We have discussed in this statement some of the broader and more fundamen- 
tal characteristics of the railroad industry’s position, as contrasted to the short- 
term trends and effects which had been emphasized by the carriers here and 
which have already been reversed in recent months. Permanent changes in the 
railroad social insurance system should be based on the condition and needs of 
railway workers, not on any estimate of the financial condition of the industry. 
To the extent to which the financial position of the railroads is considered, how- 
ever, attention should be directed to long-term, basic factors: the fundamental 
soundness of the railroads’ position as the major common carrier of all forms of 
transportation in the Nation; the assurance of national growth and prosperity 
during the next half century; the basic financial soundness of the industry ; and 
the record it made in withstanding the economic recession of 1957-58, just as it 
had the two earlier postwar recessions of 1949 and 1954. The railroad industry 
has achieved great records in improving its operations and efficiency during the 
last 40 years as a result of the integrated efforts and cooperation of all elements 
and all groups. The employees’ achievements in this period were indispensable 
parts of that record of progress; these achievements entitle railway employees 
to have their case for improved retirement and unemployment benefits considered 
on its merits. 
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ExHisir 1 


Total costs per traffic unit and per gross ton-mile, class I line-haul railways, 
1922-58 


Total costs per— 


1947-49100 
Revenue 

traffic Gross Thou- Thou- Con- |Whole- 
units ton-miles sand sand sumer sale 
traffic gross Price price 
units | ton- Index | index 
miles 


} 
(Thousands)| (Thousands) | (Millions) 
$4, 798, 906 410, 225, 271 1, 027, 937 $11.698 | $4. 668 
5, 527, 625 488, 640, 418 1, 215, 963 11.312 4. 549 
4, 947, 659 460, 597, O84 1, 185, 195 10. 742 | 4.175 
5, 001, 434 485, 714, 707 1, 266, 697 10. 297 3. 948 
5, 169, 850 514, 701, 537 1, 352, 978 10. 044 3. 821 
5, 068, 315 496, 036, 374 1, 340, 316 10. 218 | 3. 781 
4, 938, 872 496, 117, 869 1, 358, 139 9. 955 3. 636 
5, 027, 822 509, 469, 831 1, 401, 805 9. 869 . 587 | 
4, 412, 318 437, 079, 238 1, 254, 365 10. 085 3. 518 
3,662,715 | 353,013, 721 1, 062, 305 10. 376 3. 448 
2,800,462 | 267,919, 097 844, 191 10. 453 | 3.317 
2, 621, 108 281, 904, 200 856, 253 9, 298 3. 061 
2,808,915 | 304,777,125 920, 248 9. 216 3. 052 
2,952,110 | 318, 988, 076 949, 375 255 3.110 
3, 385, 387 384, 087, 844 1, 100, 576 814 3. 076 | 
3, 575,865 | 409, 931, 097 1, 155, 422 7233 3. 095 
3, 192, 617 333, 341, 807 990, 605 578 . 223 
3, 406, 175 378, 741, 080 1, 089, 291 993 3. 127 
3, 614, 468 420, 777, 915 1, 181. 916 590 3. 058 
4, 348, 444 533. 772, 459 1, 413, 206 147 077 
5, 981, 304 | 745,300,733 | 1,756, 933 | 025 404 | 
7, 694, 956 902, 714, 501 1, 939, 549 | 524 | 967 | 
8, 330, 463 928, 344, 624 1, 985, 312 973 | 196 | 
8, 050, 101 864, 435,209 | 1, 865, 598 313 315 | 
7, 007, 531 721, 329, 378 1, 662, 849 715 214 
7, 904, 224 746, 569, 456 1, 739, 691 . 587 543 
8, 669, 711 720, 274, 822 1, 701, 483 . 037 095 
7, 893, 655 596, 689, 362 1, 486, 919 | . 229 309 
8, 433, 387 652, 097, 758 1, 588, 068 2. 933 310 
9, 448, 069 715, 847, 531 1, 680, 590 . 198 622 | 
9, 502, 542 632, 773, 648 1, 643, 388 | . 918 | 
9, 554, 770 669, 123, 705 1, 621, 580 | 14. 280 | 
8, 496, 807 607, 830, 816 1, 496, 670 13. 979 | 
8, 978, 333 680, 666, 354 1, 625, 359 13. 191 
9, 482, 697 703, 446, 897 1, 653, 970 13. 480 
9, 569, 060 669, 962, 503 1, 587, 410 14. 283 
593, 326, 149 | 4 1, 430, 772 
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1 Includes operating costs plus equipment and facility rents and taxes. 
2 Not available. 

3 Preliminary. 

4 Estimated. 


Source: Interstate Commerce Commission, “Statistics of Railways in the United States,” Statements 
M-100, M-211, M-213, and M-220; U.S. Depactment of Labor, Bureau of Labor Statistics, Consumer 
Price Index and Wholesale Price Index. 
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EXHIsit 2 


Revenues per ton-mile and per passenger-mile, class I line-haul railways, 1921-58 


Freight Passenger 


| | 
| Revenues | Revenues 
Revenue |___ _______}  Passenger- 
ton-miles | | miles i 
(thousands) | Per ton- | (thousands) | 
;} Amount mile | Amount ger-mile 
| (thousands) (cents) | (thousands) (cents) 


.275 | 37,312,586 | $1, 153, 792 
177 | 35,469, 962 1, 075, 937 
116 | 37,956, 595 1, 147, 589 
116 | 36.090, 886 1, 076, 457 
'097 | 35, 950, 223 1, 057, 704 
081 | 35, 477,525 1, 043, 071 
080 | 33,649, 706 976, 178 
081 | 31,601,342 902, 330 
076 | 31,074,135 | 873, 564 
1588 | 4,083, 242 -063 | 26, 814, 825 | 729) 470 
‘879 3, 254, 663 051 | 21, 894; 421 | 551, 047 

009 2, 450, 829 -046 | 16, 971, 044 | 377, 005 

"180 | 2, 492,678 .999 | 16, 340, 510 329, 342 

507 | 2, 633. 399 .978 | 18,033, 300 346, 325 

36, 932 2, 790, 551 (988 | 18,475, 572 357, 905 

5, 826 3, 308, 541 (974 | 22,421,009 412, 379 

269 3, 377, 908 24, 655, 414 442, 809 

‘371 2) 858,077 ; 21, 628,718 405, 883 

412 3, 251, 096 22) 651, 534 416, 903 

3.253. 197 3, 537, 150 "945 | 23, 762, 359 417, 269 
475,072, 001 4, 447, 568 9% 29, 350, 229 514, 687 
637, 983, 503 5,944, 345 ‘932 | 53, 658,615 028, 186 
727,075, 495 6, 782, 463 "933 | 87,819,503 652, 868 
737,246, 444 6, 998, 615 ; 95, 549, 090 790, 305 
681, 000, 757 6, 533, 767 ; 91, 717, 226 716, 379 
591, 982, 472 5, 786, 556 64, 673, 453 259, 169 
654, 728, 304 7,041, 185 f 45, 920, 576 963, 322 
637, 916, 742 7, 976, 285 41, 179, 040 964, 303 
526, 500, 360 7, 048, 240 35, 094, 501 860, 744 
588, 577, 756 7,817, 263 31, 760, 001 813,417 
646, 620, 439 8, 634, 101 34, 613, 546 | 900, 310 
614, 753, 676 8, 788, 635 34, 009, 986 906, 185 
605, 813, 437 8, 950, 522 31, 655, 134 841, 962 
549, 258, 800 7, 797, 885 29, 286, 008 767, 283 
623, 614,866 | 8, 538, 286 28, 525, 744 | 742, 945 
647,077,041 | 8, 951, 423 28, 184, 928 756, 582 
618, 193, 517 8, 928) 511 25, 884, 493 735, 339 
456, 900,084 | 6, 696, 766 19, 388, 784 7, 240 


, 204 | 
, 348 
» 228 | 
5, 312 
, 261 4, 552, 756 
746, 487 4, 809, 641 
736,962 | 4, 643, 517 
. 185 | 4, 691, 147 
21, 561 | 4, 825, 622 
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110 months. 


Source: Interstate Commerce Commission, “Statistics of Railways in the United States,’’ Statements 
M-100 and M-220. 
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EXHIBIT 3 
Selected income account items, class I line-haul railways, 1921-58 


! 
Railway Railway Operating Railway Net railway 
operating operating ratio 2 tax accruals operating 


revenue expenses (percent) | (thousands) income 
(thousands)! | (thousands) (thousands) 


$275, 876 $600, 937 
301, 035 
331, 915 
340, 337 
358, 516 
388, 923 
376, 110 
389, 432 
396, 683 
348, 554 
303, 528 
275, 135 
249, 623 
239, 625 
236, 945 
319, 753 
325, 665 
340, 782 
355, 678 
396, 395 
547, 230 
1, 198, 834 
1, 849, 195 
1, 846, 043 
, 823, 512 
357, 415 83. 498, 144 
7, 265 \ 936, 394 
72, 035 - 26 1, 028, 527 1, 002, O11 
91, 819 80. ¢ 832, 538 686, 487 
, 059, 276 . 5 1, 194, 615 1, 039, 706 
10, 390, 611 , 041, 277 od 1, 203, 277 942, 542 
10, 580, 762 8, 052, 518 5. 1, 261, 835 1, 078, 220 
10, 8, 135, 229 5. 1, 185, 001 1, 109, 399 
9, 37 384, 499 8. 861, 282 874, 018 
10, 5, 418 75. 1, O80, 413 1, 127, 997 
10, 8, 353 6.8 1, 121, 348 1, 068, 246 
10, 491, 390 , 522 4 1, 068, 419 22, 334 
, 564, 076 3, 879 . 88 957, 197 761, 745 
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1 Uncollectible railway revenues included years 1921 to 1935, inclusive. Excluded, 1936 and after. 
2 Ratio of operating expenses (col. 2) to operating revenue (col. 1). 
3 Preliminary. 


Source: Interstate Commerce Commission, ‘‘Statistics of Railways in the United States, 1921-57; 1958,” 
Association of American Railroads, release of Feb. 5, 1959. 
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Net income 


| ra 
;}Amount (in} 
} thousands) (1921 = 100) 


$313, 563 

369, 573 

554, 995° | 
558, 466 

700, 831 | 
809, 054 | 
672, 900 | 
786, 824 

896, 807 | 
523, 907 
134, 762 

—139, 204 


—5, 863 |__- 
—16, 887 |_-. 


7, 539 
164, 630 | 
98, 058 | 


== 998, 471 }.<+2<-2% 


93, 182 | 


EXHIBIT 4 





Capital 
stock ! 


! Preliminary estimate of Association of American Railroads. 
Source: Interstate Commerce Commission, “Statistics of Railways in the United States, 
M-125; Association of American Railroads, release of Feb. 5, 1959. 


EXHIBIT 5 


THE RAILROAD RETIREMENT ACT OF 1937 


Net income, class I line-haul railways, 1921-58 


Year 
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Net income 





Index 


| thousands) | (1921 =100) 


60, 2 
159, 4 
287.6 
278. 6 
212.8 
143.7 

91.6 
152.7 
222.6 
139.7 
249.9 
221.1 
263. 2 
288. t 
217.4 
295. 7 
279. 5 
235. 2 
192.0 





Rate of returns, based on capital stock and not income, all steam railways in the 


United States, 1921-57 


Net 
income 


stock ! 











Statement 


Rate of 
return 















Thousands | 


| $6, 673, 424 

6, 751, 350 
6, 847, 048 
6, 805, 830 
6, 885, 437 


6, 830, 465 | 


6, 756, 046 
7, 084, 045 
7, 212, 586 
7, 185, 499 
7, 111,029 


7, 057, 936 | 
7,174,773 | 


7, 038, 963 
7, 001, 706 
7, 095, 196 
7, 068, 863 
7, 022, 845 


6, 990, 933 | 






Thousands 
$350, 540 
434, 459 
632, 118 


623, 399 | 


771, 053 
883, 422 
741, 924 
855, 018 
977, 230 
577, 923 
169, 287 
—121, 630 
26, 543 


23, 282 | 


52,177 


221, 591 | 


146, 351 
—87, 468 


141, 134 | 


1 Stock in the hands of the public, not held by railway companies. 


| 
| Thousands | Thousands | 


Year | Capital 

Mauccuseees | $7, 020, 559 
te | 7, 004, 290 
eae 
be acne | 6, 964, 336 | 
noo eateae | 7,007, 707 
eee ae | 7,013, 558 
akecnaiaiall | 7,001, 804 
De uunaenee | 6,915, 155 
iota scale | 6,917,979 
vem Oat | 6,979, 630 
haces Socend 6, 998, 197 
Binceweconcnc) GQ, 07G0000 


Source: Interstate Commerce Commission, ‘Statistics of Railways in the United States.” 


6, 960, 517 


| 7,040, 748 


| 7,015, 507 
ideas .| 6,795, 694 
L hinceeaaa | 6,574, 440 

iscsi | 5,976,777 





Percent 
3.5 
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EXHIBIT 6 


Revenue traffic units per man-hour, 1921-58 


Revenue traffic units | Revenue traffie units 
per man-hour per man-hour 


Number Index Number Index 
(1921 = 100) (1921 = 100) 


100. 1940___- 9 | 174. § 
103. 1941____ 194. 
107. 1942___ ‘ .6 235. 
110. 1943 __- 

116. 1944__ 
119. 1945. 
119. ¢ 1946 _- 
125, 1947 _ __ 
127.3 {| 1948_. 
126. : 1949_- 
126.2 || 1950_._- 
122.4 |} 1951. -.-- 
137. 2 ||: 1962. ... 
138.3 {| 1953 
144.6 |} 1954 
156.1 || 1955_.-- 
159.1 || 1956-_-- 
155.5 || 1957. _- 
165.4 || 1958 1_- 


7 ae 


257. 
252. 5 
236. 
215. § 
224. 6 
220. ¢ 
214. § 
246. 
261. 
260. 
261. 
267. 
295. 
310. 
314. 
325, 


IneaRe. 
2am wo 


VKH SNOONO NS 
[oe Ne 


rOoNN 


Sho Orn & red 
ar nowocoownnsit 


nore > 


' 





110 months, 


Sou ‘ce of basie data: Interstate Commerce Commission, ‘Statistics of Railways in the United States,”’ 
Statements M-220 and M-300. 


7 
5 
2 
8 
7 
l 
2 
2 
8 
8 
i) 


coors 





248 


AMENDING 
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NET RAILWAY OPERATING INCOME BouNCES Back 


Net railways operating income’* for large railways of eastern region, first 8 
months and last 4 months, 1956, 1957, and 1958 


Railroad 


Bessemer & Lake Erie RR. Co.: 
ist 8 months----- é 
Last 4 months__. 
Boston & Maine RR.: 
ist 8 months_-.-.---- 
Last 4 months._-- 
Baltimore & Ohio RR. Co.: 
ist 8 months-.-.----- 
Last 4 months_- ; 
Central RR. Co. of New Jersey: 
ist 8 months--- ‘ 
Last 4 months __.- 
Delaware & Hudson RR. Corp.: 
Ist 8 months-_- 
Last 4 months___.- 


Delaware, Lackawanna & W estern RR. Co.: 


Dee NE cane cistinnwmben 
RG © I icc cctceccanmon 
Erie RR. Co.: 
Ist 8 months 
Last 4 months = 
Lehigh Valley RR. Co. 
ist 8 months 
Last 4 months 
Long Island RR. Co.: 
Ist 8 months 
Last 4 months 
Maine Central RR. Co.: 
ist 8 months 
Last 4 months 


New York Central RR. Sais. Sk a 
ee NS oo cc acccnsabminodgmbbaed 


Last 4 months-- -- 
New York, Chicago, & St. Louis RR. “Co.: 


3 | ea ee | 


Last 4 months 
New York, New Haven & He¢ urtiord RR. Co.: 


Ist 8 months_------ san cia iia it inananaberaa tia | 


Last 4 months. 
Pennsylvania RR. Co.: 

lst 8 months 

Last 4 months. 
Pittsburgh & Lake Erie RR. Co.: 





Net railway operating income 


$3, 051, 
2, 518, 


oe 


Be 2 
Be EE 


~ 


a8 
3 
rs 
< 
© 


bw 
32 8 


_ 
«I 


. 


S& 23 & 


eS 
BS 


4, 148, 966 
. 576, 572 


680, 665 | 


, 217, 383 


, 779, 646 | 


826, 304 


, 336, 374 
, 984, 365 


, 701, 900 


930, 208 | 
12, 359 


523, 472 
45, 831, 639 


21, 289, 318 | 


1956 | 1957 


$5, 117, 
1, 530, 


0, 
8, 


309, 049 | 
9, 277 


. 766 
, 706 


, 847 | 
, 509 


5, 059 | 
, 676 


57, 554 
24, 405 


, 550 


8, 691, 


} 


101 | 
350 


398 | 
805 | 


481 | 


1958 


$312, 643 
2, 066, 574 


— 221, 102 
2, 135, 340 


18, 636, 712 
9, 952, 252 


144, 522 
187, 368 
2, 575, 877 
2, 044, 678 


—1, 504, 305 |_- 


30, 946 | 


— 666, 402 
3, 339, 254 


— 2, 937, 844 
— 423, 648 
671, 789 

1, 140, 922 | 


1, 168, 165 
696, 416 


—6, 319, 313 
18, 143, 492 | 


7, 964, 630 | 
7, 483, 532 


—4, 121, 158 
— 184, 389 


—4, 319, 627 
16, 057, 638 | 


6, 581, 383 | 
3, 208, 462 


NI Sas dkcncaumdeawscentene 
EE CI eS ca cweiwcudiaietannsatinds | 


6, 068, 930 
4, 727, 897 | 


9, 627, 672 | 
6, 606, 633 | 


6, 682, 194 
4, 249, 318 


4, 284, 133 
3, 607, 071 





Reading Co.: 
BN en sign einknaasueainen 
Last 4 months 
Western Maryland Ry. Co.: 
First 8 months 
Last 4 months. 


10, 687, 190 


4, 938, 638 
5, 714, 874 | 

! 

| 


4, 317, 740 —24.4 


5, 449, 991 
4, 123, 918 


8, 134, 782 | 
4, 063, 575 


1 Net railway operating income is the operating profit after taxes—the figure used by the Interstate Oom- 
merce Commission as the measure of returns of railway operations. 


—33.0 
+1.6 


Source: Interstate Commerce Commission, Statements M-125. 
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Net railway operating income’ for large railways of Pocahontas States (Vir- 


ginia, West Virginia, Kentucky), first 8 months and last 4 months of 1956, 
1957, and 1958 


Net railway operating income 
Railroad 


1958 


Chesapeake & Ohio Ry. Co.: 
First 8 months Pbapindea tains fae $49, 202,455 | $51, 159, 461 $36, 114, 190 —29.4 
Last 4 months___- eee - 28, 369, 362 26,995,301 | 27,326, 156 +1.2 
Norfolk & Western Ry. Co.: | 
First 8 months... - weussoate | 24,669,205 | 28,934,834 | 22,336, 463 —22.8 
Last 4 months..-._- 16, 646, 340 15, 740, 958 21, 473, 959 +36. 4 
Richmond, Fredericksburg and Potomac RR. | 
Co. 
First 8 months.- oie ad Pegi e io iate ae 2, 308, 994 2, 124, 513 294, 900 —39.0 
ee iets a ondas ah eeeecasssup 1, 054, 300 856, 552 | ’ 356, 056 +58. 3 
Virginian Ry. Co.: 
First 8 months- -- mae 10, 205,412 | 13,497,728 8,812,114 —34.7 
Last 4 months-_-...-- Siiel 6, 050, 153 5, 578, 501 5, 203, 558 —6.7 


' | 





1 Net railway operating income is the operating profit after taxes—the figure used by the Interstate Com- 
merce Commission as the measure of returns of railway operations. 


Source: Interstate Commerce Commission, Statements M-125 


Net railway operating income’ for large railways of Southeastern States, first 
8 months and last 4 months of 1956, 1957, and 1958 


Net railway operating income Percent 
change, 
1958 over 


1957 


Railroad 


1957 1958 


Atlantic Coast Line RR. Co.: 


| 

Ist 8 months- -.__....--- 5 -...------| $6,342,750 | $6, 573,034 $4, 875, 708 
Last 4 months____---_-- iS innaies 2, 925, 359 2, 633, 298 3, 750, 661 
Central of Georgia Ry. Co.: 
Ist 8 months_________.- : sees 3, 685, 286 3, 254, 321 2, 060, 078 
Last 4 months 1, 199, 518 1, 652, 517 | 1, 963, 125 

Cc incinna ti, New Orleans & Texas Pacific Ry. | 
Co 


—25.8 
+42. 4 


—36.7 
+18.8 


Ist 8 months — 5, 360, 000 5, 273, 522 | 3, 359, 295 
Last 4 months m padeiea 2, 894, 960 3, 140, 820 2, 948, 628 
Florida East Coast Ry. Co.: 
ip Saale 3, 091, 345 2, 171, 486 , 298, 537 
Last 4 months ‘ ii aia in 1, 167, 701 685, 208 264, 288 
Gulf, Mobile & Ohio RR. “Co.: 
Ist 8 months. .__--- $6sesnwenlsddeaueiel 4, 756, 271 3, 140, 423 2, $79, 178 
Last 4 months Sntreabiy 2, 767, 806 1, 945, 230 2, 806, 245 
Illincis Central RR. Co.: 
ist 8 months. sea ‘ : i 17, 981, 859 12, 889, 419 , 547, 781 
Last 4 months..___- ke 10, 028, 257 7, 943, 678 | , 748, 489 
Louisville & Nashville RR. Co.: 
ist 8 months __- : 20, 538, 446 16, 072, 125 , 505, 823 
Last 4 months 10, 149, 489 7, 756, 463 8, 315, 270 +7. 
Seaboard Air Line RR. Co.: 
lst 8 months _- ae |; 16,081,018 | 14,505,544] = 11, 827, 185 —18. 
Last 4months _. | 6, 856, 989 | 7, 035, 889 | 6, 579, 219 | —6. ! 
Southern Ry. Co.: | 
Ist 8 months | 30,065,801 | 26, 293, 134 23, 175, 748 
Last 4 months ; | 15,625,567 | 14, 237, 663 14, 300. 414 


—36.3 
—6.1 


—40.: 
—61. 


—8.% 
+44. ; 


—10. 
+47. 


-34. 6 





—1i1.§ 
+0. 





1 Net railway operating income is the operating profit after taxes—the figure used by the Interstate 
Commerce Commission as the measure of returns of railway operations. 


Source: Interstate Commerce Commission, Statements M-125, 
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Net railway operating income’ for large railroads of Southwestern States, first 
8 months and last 4 months, 1956, 1957, and 1958 


Railroad 


Atchison, Topeka & Santa Fe Ry. Co.: 
Ist 8 months 
Lest 4 months 

Chicago, Rock Island & Pacific RR. Co.: 
Ist 8 months 
Last 4 months___. 

Kans’s City Southern Ry. Co.: 

Ist 8 months 
Last 4 months 

Louisiana & Arkansas Ry. Co.: 
ist 8 months 
Last 4 months 

Missouri-Kans:s-Texas RR. 
Ist 8 months 
Last 4 months___- 

Missouri Paeific RR. Co.: 
Ist 8 months 
T ast 4 months___- 

St. Louis-San Francisco Ry. 
First 8 months-_-._------ 
eae 

St. Louis, San Francisco & Texas Ry. Co.: 
aa. 2238 SS. aa cubical 
Last 4 months-_-_...__-. 

St. Louis Southwestern Ry. 

First 8 months- < 
CTE ee o 

Southern Pacific Co.: 

PE I ii cits amin ckmcmminaensdaaied 
Last 4 months_--_- 

Texas & New Orleans RR. Co.: 

PEE PIII ctesa ci endcncdscdecnscencnnex 
Last 4 months ----- 

Texas &-Pacific Ry. Co.: 
First 8 months 
ee Cer ee 


Co.: 


Co.: 


| 





Net railway operating income 


1956 


$44, 110, 938 
21, 221, 471 
13, 575, 252 

6, 805, 788 


995 


. oar 


9, 224 


3, 695, 006 | 


, 736, 


141 


, 493, 178 


, 830, 779 | 


5 211, 666 | 
3, 111, 654 


936, 818 


5, 264, 225 | 


1€2, 782 
41, 663 


7, 355, 442 
3, 557, 290 
28, 880, 422 
12, 344, 873 
5, 211, 989 
2, 335, 046 


5. 774, 332 
3, 558, 247 


5 252 | 





1957 


, 847, 883 
, 461, 890 


, 542, 566 
3, 780, 896 | 


5, 400, 234 
2, 594, 914 
2, 688, 760 
, 324, 786 

, 828, 693 
461, 530 

, 242, 969 

, 512, 574 

. 422, 893 
3, 842, 479 
74, 376 
103, 793 

6, 317, 713 
3, 414, 198 


29, 294, 909 
15, 734, 794 





5, 556, 685 
3, 248, 617 


3, 959, 867 
2, 320, 572 


1958 


, 369, 976 
25, 911, 947 


8, 595, 148 
, 593, 709 


, 869, 237 


2, 834, 940 | 


, 908, 561 
, 251, 411 


2, 825, 160 
, 613, 177 


. 408, 755 
. 819, 405 


}. 670, 857 


5, 062, 623 | 


143, 433 
444, 415 


5, 555, 823 
3, 405, 257 


29, 652, 822 


13, 867,817 | 


4, 205, 296 
3, 198, 550 


2, 231, €91 
2, 533, 747 





a 


Percent 

change, 

1958 over 
1957 


+1. 
—24. 
~1. 


—43.6 
+9. 2 


1 Net railway operating income is the operating profit after taxes—the figure used by the Interstate Com- 
merce Commission as the measure of returns of railway operaticns. 


Source: Interstate Commerce Commission, Statements M-125, 
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Net railway operating income? for large railways of Midwestern States (east of 
the Mississippi), first 8 months and last 4 months, 1956, 1957, and 1958 


| 

Net railway operating income | Percent 
“es change, 

1958 over 

1956 1957 1958 1957 


Railroad 


Chesapeake & Ohio Ry. Co.: 
lst 8 months ...-------| $49,202,455 | $51, 159, 461 $36, 114, 190 
UII Oe WI ote d. sii Sensei ta edlrcerins cecilia | 28,369, 362 26,995,301 | 27,326,156 

Chicago & Eastern Illinois RR. Co.: 
lst 8 months a 2, 729, 098 2, 808, 040 | 948, 693 
TU in I a a 1, 923, 580 | 771, 732 1, 200, 479 

Elgin, Joliet & Eastern Ry. Co.: 
Ist 8 months 2, 876, 587 3, 089, 137 255, 425 
Last 4 months ss 1, 889, 123 | 1, 273, 569 2, 292, 187 

Erie RR. Co.: | | 
ist 8 months 9, 336, 760 6, 727, 218 —666, 402 | 
Te i camel ae ii nia 5, 976, 300 4, 087, 592 3, 339, 254 | 

Gulf, Mobile & Ohio RR. Co.: | 
lst 8 months ‘ 4, 756, 271 3, 140, 423 2, 879, 178 
RA GI aiid deain<ecomipindients Dit signe | 2, 767, 806 1, 945, 230 2, 806, 245 

New York Central RR. Co.: 
Ist 8 months 40, 336, 374 22, 941, 847 —6, 319, 313 
ak elt oh ce ndiainicebiad | 17, 984, 365 6, 590, 509 18, 143, 492 

New York, Chicago, & St. Louis RR. Co.: | 
First 8 months 5 | 13,701,900 | 12,715,059 7, 964, 630 
Last 4 months_____- | 7, 930, 208 6, 977, 676 7, 483, 532 

Norfolk & Western Ry. Co.: 

Bites OMNI: powanss<ss- edad 24, 669, 205 28, 934, 834 22, 336, 463 
Last 4 months _.......-| 16,646,340 15, 740, 958 21, 473, 959 

Pennsylvania RR. Co.: 
BE Oe dca i ahs cte canbe nulaineend | 45, 831,639 34, 462, 550 —4, 319, 627 
Last 4 months__.___-- 3 21, 289, 318 8, 691, 481 16, 057, 638 

Wabash RR. Co.: | 
First 8 months ; 6, 590, 382 | 6, 495, 403 | 2, 727, 708 | 

Last 4 months ecriiedeied sicaliiaesandeg 5, 509, 104 4, 485, 382 3, 033, 892 

Illinois Central RR. Co.: 
ET Ot MI stitch cp cinnamon 17,981,859 | 12,889, 419 11, 547, 781 | 
Last 4 months_-_-...__--- a iettaaseadaiedne 10, 028, 257 7, 943, 678 11, 748, 489 | 

i | 

















! Net railway operating income is the operating profit after taxes—the figure used by the Interstate Com- 
merce Commission as the measure of returns of railway operations. 


Source: Interstate Commerce Commission, Statements M-125. 


37456—59—-—17 
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Net railway operating income’ for large railways of Northwestern States, first 
8 months and last 4 months, 1956, 1957, and 1958 





Net er oe income | Percent 
Railroad =a eo Fh th change, 


1958 over 


1957 1958 1957 





Ist 8 months...-..- —$6, 479, 516 $4, 094, 960 
Last 4 months 6, 583, 957 1, 374, 972 
Chicago, Burlington & ‘Quincy Ry. 
Ist 8 months. --- e 15, 193, 007 13, 259, 130 
Last 4 months___- ; . : eel 10, 349, 280 7, 742, 262 
Chicago, Milwaukee, St. Paul & Pacific RR. 
Co.: | 
Ist 8 months- -- 9, 011, 278 | 8, 397, 181 6, 680, 776 | 
Last 4 months__-_-- 8, 333, 656 8, 021, 512 10, 190, 217 | 
Duluth, Missabe & Iron Range Ry. Co.: | 
Ist 8 months , 185 6, 298, 628 | 1, 019, 273 
Last 4 months__- me 809 2, 339, 607 1, 601, 145 
Great Northern Ry. Co.: | 
Ist 8 months- - - Gace 16, 301, 911 15, 650,361 | 10, 968, 006 
Last 4 months__.. --| 14, 105, 563 9, 203, 342 14, 855, 304 | 
Minneapolis, St. Paul & Sault Ste. M: arie RR. 
Co.: 
Is t | 8 months ; ‘ | 2, 105, 940 2, 036, 658 | 558, 771 
| 1, 707, 461 732, 027 | 2, 741, 118 


$4, 693, 171 +14.6 
4, 167, 666 +203. 1 


13, 645, 077 +2.9 
10, 027, 726 +29. 5 


Chicago & North Western Ry. Co. abil ae 
| 
| 
} 
} 


Northern Pacific Ry .Co.: 
Ist 8 months___...-- : sanabsdiee 10, 692, 071 | 10, 092, 225 9, 410, 249 
Last 4m ‘nths ‘ siecle 7, 183, 152 7, 309, 444 8, 815, 070 

Spokane, Portland & Seattle Ry. Co.: | 
ist 8 months____- x ne 4, 208, 429 2, 290, 684 | 2, 575, 356 ; 
Last 4 months ae sweet 1, 501, 048 1, 238, 141 1, 101, 192 —11. 

Union Ps acific RR. Ce 
Ist 8 months_.......-..- 26, 655, 654 23, 016, 493 22, 528, 167 —2. 
Last 4 months_- J 15, 481, 508 15, 801, 531 20, 932, 917 +32. 

Wisconsin Central Ry. Co, 
PEE rae eee oer oe 2, 100, 923 1, 379. 395 950, 535 —31. 
Last 4 months oa panies 1, 320, 010 470, 361 1, 275, 443 +171. 











i Net railway operating income is the operating profit after taxes—the figure used by the Interstate Com- 
merce Commission as the measure of returns of railway operations. 


Source: Interstate Commerce Commission, Statements M-125. 
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Net railway operating income * for large railways of Central Western States, first 
8 months and last 4 months, 1956, 1957, and 1958 


Net railway operating income Percent 
Railroad change, 
1958 over 

1957 1958 1957 


Atchison, Topeka & Santa Fe Ry. Co.: 
First 8 months. : , 110, 938 $39, 847, 883 $37, 369, 976 
Last 4 months-_-- 3 = wine Goe 21, 221, 471 16, 461, 890 25, 911, 947 

Chicago & North Western Ry. Co.: 
First 8 months_-- ), 479, 516 | 4, 094, 960 4, 693, 171 
Last 4 months__-- 5, 583, 957 1, 374, 972 4, 167, 666 

Chicago, Burlington & oy Ry. Co.: 
First 8 months_-. 5, 193, 007 | 13, 259, 130 13, 645, 077 
Last 4 months___- ; 10, 349, 280 7, 742, 262 10, 027, 726 

Chicago Great Western Ry. Co.: 
First 8 months- fs iin | 2, 959, 247 3, 099, O86 2, 827, 700 
Last 4 months____-_- . 440, 110 1, 426, 780 1, 400, 263 

Chicago, Milwaukee, St. Paul & Pacific RR. 

Coe.: 
First 8 months---------- ; ne 9, 011, 278 8, 397, 181 6, 680, 776 
Last 4 months-._.- , 333, 656 | 8, 021, 512 10, 190, 217 

Chicago, Rock Island & Pacific RR. Co.: 

First 8 months. -_----- ei | 3,575,252 | 10, 542, 566 8, 595, 148 
Last 4 months__-_- ws | 5, 805, 788 3, 780, 896 , 593, 709 

Denver & Rio Grande Western RR. Co.: 
Ist 8 months-_------- : taal 9, 282, 238 10, 408, 5: , 290, 123 
Last 4 months-_-_.---- ales chien <i 3, 211, 809 | 5, 565, 7 , 541 

Kansas City Southern ring Co.: 

Ist 8 months eae adittisiin = | , 412, 225 5, 400, 234 
Last 4 monts__....- z2 ‘ 2, 509, 224 | 2, 594, 914 

Missouri-Kansas-Texas RR. Co. 

RAG OE SIO os cad es ekdcceadeey-445ctkee~ i 3, 493, 178 1, 828, 693 2, 825, 160 
Last 4 months._.._- } 830, 779 461, 530 1, 613, 177 

Missouri Pacific RR. Co.: 
Gy TN Winco ieee skeen radon 25, 211, 666 24, 242, 969 20, 408, 755 
Last 4 mon ths pial edna 3, 111, 654 | 1, 512, 574 13, 819, 405 

St. Louis-San Francisco Ry. Co 
Ist 8 months ‘ ‘ . 936, 818 7, 422, 893 6, 670, 857 
RE © I ccitticnemcanansnaptessncane = 5, 264, 225 3, 842, 479 5, 062, 623 

Union Pacific RR. Co.: 

BOSS NG Stic dnc gdagntsiediadskouebs 26, 655, 654 23, 016, 493 22, 528, 167 
OT ETE PEC ETT CE | 15,481,508 | 15,801,531 | 20, 932, 917 

Western Pacific RR. Co.: 

ROG © CGR. wh wk cde awk ciieapadbe-dacce 4, 360, 925 5, 088, 839 4, 280, 019 

Last 4 months 2, 040, 830 3, 085, 646 








1 Net railway operating income is the operating profit after taxes—the figure used by the Interstate Com- 
merce Commission a; the measure of returns of railway operations. 


Source: Interstate Commerce Commission, Statements M-125, 
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Senator Morse. The Chair is now ready to announce that the 
record of these hearings will be kept open until 5 p.m. 1 week from 
today, at which time the record will be officially closed. 

In the meantime, instructions to the staff are that it shall proceed to 
get the record underway for printing, and, during the intervening 
week, the subcommittee will arrange a conference with the Railroad 
Retirement Board members, the brotherhoods, and carriers, in the 
hope that they can agree on something. 

Any issue that can be removed from the consideration of the com- 
mittee will be helpful. 

However, I want the record to show that all we are going to do will 
be te supply you with the physical facilities for such a meeting. 

Are there any questions? 

Senator Clark suggests, and it is a very good suggestion, that at such 
a meeting there be presented a pareliel chin comparison of the bills 
that are before the committee; so that the parties to such a conference 
will have that instrument as an aid, we hope, in trying to arrive at 
some agreement on at least some issues. 

Mr. Anprerson. Mr. Chairman, in that connection may I suggest 
that any such parallel-column material contain the provisions of S. 
1313 of the last session of Congress which represents the original posi- 
tion of the Railway Labor Executive’s Association in this matter? 

S. 226 here being discussed in a real sense represents a legislative 
instrumentality drawn by many people, including the Railway Labor 
Executives’ Association. 

Senator Morse. We will have that material of the original bill in- 
cluded. 

The record will show that we have already asked for the preparation 
of such a parallel-column document. I think we asked it of the staff, 
didn’t we, Mr. McClure? Or did we ask it of the Railroad Retirement 
Board? 

We asked it of the staff. So we will have that ready over the week- 
end for conferences. 

Are there any questions? 

(No response. ) 

Senator Morsp. If not, as far as the formal hearings are concerned, 
the Chair declares the subcommittee adjourned. 

The record of the hearings, as I say, will be closed at 5 p.m., 1 week 
from today. 

(Whereupon, at 10:30 a.m., the subcommittee adjourned, to recon- 
vene subject to the call of the Chair.) 

(The parallel table referred to by Senator Morse follows :) 
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“ Railroad retirement and unemployment insurance changes 
1 
RAILROAD RETIREMENT ACT CHANGES 
to S. 1313 as originally introduced, S. 1313 as passed Senate and S. 987, 86th Cong. 
lg 85th Cong. S. 226 86th Cong. 
d _— ——— ~ 
1e 1. Annuities and pensions up Annuities accruing Jan. 1, Annuities and pensions accruing 
10 percent. 1959, and thereafter, and pen- | July 1, 1959, and thereafter, are 
sions due on Feb. 1, 1959, and | increased by 5 percent, except, 
thereafter, are increased by 10 | generally, benefits payable under 
a percent. social security minimum guarantee, 
which applies for most survivor 
benefits. 
ll 2. Disability retirees able to Disability retirees able to 
earn up to $1,200 per year instead of | earn up to $1,200 per year instead 
$100 per month. | of $100 per month. 
3. Women employees less than | Women employees less than 
30 years’ service could retire on re- | 30 years’ service could retire on 
h duced basis at age 62, upon elec- | reduced basis at age 62, upon 
l J tion. election. 
S 4. Spouse’s annuity on reduced Spouse’s annuity on reduced 
> basis at age 62, upon election. | basis at age 62, upon election, 
x 5. Insurance lump sum payable |-.-------- aban waGddeseeeaast 
uit despite deceased being survived 
by person eligible for survivor 
annuity. 
st 6. Creditable compensation up Creditable compensation up Creditable compensation up to 
: to $400 per month. ae = per month effective Jan. | $400 per month effective July 1, 
5. , 1959. 1959. 
. 7. Residual lump sum is in- Residual lump sum is in- Residual lump sum is increased 
l- creased to reflect increase in base | creased to reflect increase in base | to reflect increase in base to fmaxi- 
to maximum of $400 a month, and | to maximum of $400 a month, | mum of $00 a month, and increase 
increase in rates. and increase in tax rates. in tax rates. 
eB 8. Survivor beneficiaries work- Survivor beneficiaries who 
ing outside United States get same | work outside United States to 
r work limitations as those in United | get same work limitation as those 
States. | in United States. 
|- 
RAILROAD RETIREMENT TAX ACT CHANGES 
n 1. Tax base increased from $350 | Tax base increased from $350 Tax base increased from $350 to 
t, to $400 per month effective July 1, | to — per month effective Jan. | $400 per month effective July 1, 
1957 1, 1959. 1959. 
it 2. Tax rate up from 644 percent Tax rate up to 634 percent | Tax rate up to 634 percent effec- 
to 744 percent effective July 1, 1957. | effective Jan. 1, 1959. Rate up tive July 1, 1959. 
| to 7% percent effective Jan. 1, 
= 1962. 
3. Tax rates on employee repre- Tax rates on employee repre- Tax rates on employee represent- 
sentatives up from 1244 percent on | sentatives up to 134 percent on | atives up to 13}4 percent on $400 
$350 to 15 percent on $400 effective | $400 effective Jan. 1, 1959, up to | effective July 1, 1959. 
July 1, 1957. 1% percent effective Jan. 1, 
1962. 
4. Standby tax increase effective | Standby tax increase effective 
l, Jan. 1, 1970, to the extent that | Jan. 1, 1965, to the extent that 


social security rates exceed 5.5 
percent. 


social security rates exceed 5.5 
percent. 
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Railroad Unemployment Insurance Act changes 


8S. 1313 as originally introduced, 
85th Cong. 


~—— — a 


1. Daily benefit rate up from | 


50 to 60 percent of daily rate of 
pay, with revised schedule. 


2. Maximum daily rate up from 
$8.50 to $10.20 


3. Sundays and holidays treated | 


as days of unemployment. 


4. Days of benefits in 1st regis- | 


tration period up from 7 to 10 for 
unemployment only. 


6. 


5 to 10 years 
10 to 15 years 
15 to 20 years 
20 and over 


7. Minimum earnings to qualify | 


up from $400 to $500. 





| 10 to 15 years (permanent) 
| 15 





S. 1313 as passed Senate and 
S. 226, 86th Cong. 


Daily benefit rate up from 


50 to 60 percent of daily rate of | 
pay, effective July 1, 1958, with 


revised schedule. 


Maximum daily rate up from 
$8.50 to $10.20. 
Sundays and holidays treated 


| as days of unemployment. 


Days of benefits in Ist regis- 
tration up from 7 to 10 for unem- 


| ployment only. 


Extended benefit periods: 


| Less than 10 years (tem- 


porary from June 19, Weeks 
1958, to Apr. 1, 1959)____.. 13 
.- 13 
years (perma- 
nent) . 26 
(Permanent periods effective 
to exhaustions of 


or more 


as 


| benefits after 1957.) rs 
Minimum earnings to qualify 
| up from $400 to $500. 


regular | 





| fits 
| benefits. 


S. 987, 86th Cong, 


Daily benefit rate changed from 
50 percent of gross to 60 percent of 
net daily rate of pay (after reduc- 
tion for taxes withheld); alternative 
schedule of rates based on total 
wages in base year eliminated, 
effective July 1, 1959. 

Maximum daily 
$8.50. 

Sundays and holiday disqualifi- 
eation extended to sickness bene- 
as well as unemployment 


rate remains 


Days of benefits in Ist registra- 
tion period reduced from 7 to 5 for 
both unemployment and sickness, 

Unemployment benefits in later 
registration periods payable only if 


| 7 days of unemployment in regis- 


tration period or preceding 14 days, 
effective July 1, 1959, 


Minimum earnings to qualify are 
87 times net daily rate of pay, 
effective July 1, 1959. 

Additional qualifying condition 
of 6 months of service in base year, 
of which 2 are in last half of base 
year, effective July 1, 1959. Also 
employee who exhausted benefit 


| rights for unemployment or sick- 


ness must earn at least 20 times 


| last daily benefit in railroad un- 
| employment to be again eligible 


from 
| individual years determined 
| date on which unemployment or 
| sickness starts, effective July 1, 





for benefits of the type exhausted. 

Benefit and base years changed 
present uniform years to 
by 


1959. 

Employee is disqualified if re- 
ceiving, or (unless involuntarily 
unemployed) if eligible for, full 
annuity under Railroad Retire- 
ment Act or Social Security Act, 
instead of receiving the difference 


| between unemployment or sickness 


benefits and the other benefits 
payable. 

Disqualification for voluntary 
quit, failure to accept suitable 
work, and failure to apply for work 
or report to an employment office 
changed from 30 days to duration 
of unemployment and until sub- 
stantial reemployment obtai”ed. 

Discharged or suspended em- 
ployee is disqualified for duration 
of unemployment and until sub- 
stantial reemployment obtained. 

No benefits payable under any 
circumstances to employees on 
strike. 

Maternity benefits eliminated 
effective July 1, 1959, with no un- 
employment benefits payable in 
maternity period and sickness ben- 
efits payable only if sickness is 
unrelated to normal pregnancy. 

Disqualification for unemploys 
ment benefits also disqualifes an 


employee for sickness benefits. 
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Railroad Unemployment Insurance Act changes—Continued 


§. 1313 as originally introduced, 
85th Cong. 


8. 1313 as passed Senate and 
8. 226, 86th Cong. 





18. Maximum earnings credita- | 
ble and taxable up from $350 to $400 | 


a month. 

19. New contribution schedule 
as of Jan. 1 of any year based on the 
balance in the unemployment in- 
surance account on Sept. 30, of the 
preceding year: 


Rate is 
If balance is— 
$450 million or more 
$400 to $450 million 
$350 to $400 million 
$300 to $350 million 
Less than $300 million. -... 
20. 





| $450 million or more 

| $400 to $450 million 

| $350 to $400 million 
$300 to $350 million 





Maximum earnings creditable 
and taxable up from $350 to $400 
a month, effective Jan. 1, 1959. 

New contribution schedule as 
of Jan. 1 of any year based on the 
balance in unemployment in- 
surance account on Sept. 30, of 
the preceding year, effective Jan 
1, 1959: 


Rate is 
(percent)— 
14 


Tf balance is— 





8. 987, 86th Cong. 


Employee is disqualified for sick- 
ness starting more than 90 days 
after last railroad employment, 
excluding any days in registration 
periods and any days in which 
unemployed and on strike. 

Employee must be otherwise 
available for work to receive sick- 
ness benefits. 


A new tax of 4 percent is im- 
posed on employees on earnings up 
to $350 a month, effective July 1, 
1959, under new Railroad Sickness 
Benefit Tax act. 

A separate sickness benefit ac- 
count, out of which sickness bene- 
fits are paid, established as of July 
1, 1959, to be supported by new 
employee tax and equivalent por- 
tion of regular employer contribu- 
tions. 

For determining contribution 
rate, Sept. 30 balance in unemploy- 
ment account would include half of 
b.lance in sickness account and all 
balance in administration fund. 











APPENDIX 


RAILROAD PENSION CONFERENCE, 
New Haven, Conn., February 9, 1959. 
Hon. WAYNE MORSE, 
Senate Office Building, Washington, D.C. 
DEAR SENATOR Morse: Enclosed is our testimony regarding the hearings on 
railroad retirement and unemployment insurance benefits. 
We feel S. 226 should be strengthened by including therein the benefits pro- 
vided in House bill H.R. 2238. 
We also feel that the section in 8S. 226 relative to unemployment insurance 
should retain the provisions of S. 1313 as introduced in 1957. 
The benefits of the 1957 bill were more in keeping with our unemployment 
needs. 
Layoffs are still taking place and will continue in the coming year. 
Rail workers were disappointed to learn that the fine unemployment insurance 
benefits of 1957 were abandoned, especially since they are so badly needed. 
With best wishes, we remain 
Most sincerely, 
C. B. CARTER. 


TESTIMONY OF THE RAILROAD PENSION CONFERENCE FOR ENACTMENT OF H.R. 223 
AND LONGER UNEMPLOYMENT BENEFITS 


Railroad workers from all crafts throughout the Nation, have long needed and 
sought enactment of legislation providing 30-year retirement regardless of age 
at 50 percent of taxable wages as provided in H.R. 223. 

Minor increases in annuities, and other fringe benefits have been enacted 
during the past 12 years. Each increase was insufficient and rail employees 
found it necessary to present legislation in every session of Congress since the 
Sist, including the present session, trying to bring the Railroad Retirement Act 
up to date to meet actual needs. This however, is still to be accomplished. 

H.R. 223 primarily increases the “average” annuity from $128 a month to 
about $190 a month. However, many annuities would be much less because 
of the low wages earned by many. The maximum annuity would be increased 
from $188 a month to $200 a month. (H.R. 223 does not affect the supplementary 
benefits paid to the wife of a retired railroad worker. ) 

Fifty percent of taxable wages annuity is needed because benefits have not kept 
up with the inflation dollar, in relation to the cost of living and with the in- 
creased wages of the working employee. 

This amount of increase is also needed, because rail workers, unlike many of 
those under social security, do not receive a supplementary pension paid en- 
tirely by management. For instance: 

A General Motors 30-year employee can now get supplementary pension bene- 
fits for himself and wife age 65, as high as $246 a month, in addition to social 
security, paid entirely by General Motors. Workers with less service receive 
supplementary benefits according to length of service. Workers in many other 
industries likewise receive supplementary benefits paid exclusively by manage- 
ment. 

The Railroad Pension Conference, therefore, urges Congress to amend H.R. 
1012 and S. 226, and similar bills, by adding the benefits provided in H.R. 223. 

Unless the 86th Congress enacts legislation to meet the needs of those now 
retired, or planning to retire, it will be necessary for rail workers to seek addi- 
tional benefits in 1960 and each session of Congress thereafter until the needs 
are met. 

The unemployment situation confronting the Nation’s rail employees calls for 
an increase in the daily rate of unemployment insurance benefits and for an 
extension of time the benefits are paid such as urged in 1957 by rail unions. 
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AMENDING THE RAILROAD UNEMPLOYMENT INSURANCE ACT 


The 86th Congress is also urged to increase the daily rate of railroad un- 
employment insurance, as well as extending the number of days it is paid. 

The Railroad Pension Conference urges that S. 226 and H.R. 1012-1013 be 
amended to include the extension of time unemployment benefits paid, to equal 
the extension of time as provided by S. 1313 and H.R. 4853 (85th Cong. in 1957). 

S. 1313 and H.R. 4353 (85th Cong.) provided the following extension of benefit 
periods to be paid: 


Eztension 

period 
3). .An emplogee with 5 and leas than) 10 years.....2.222..2.6665e565cnn ne 39 
2: Asi employee with 10 and tess than’ 15 years... 2s e se 65 
&: An employee with 15 and tees than 20 years... 1... coe 91 
4, An employee with 20 years NG OVG0.2b iL oe 117 


S. 226 and H.R. 1012 (86th Cong.) has considerably slashed the benefits called 
for in 1957. Such as: 


Extension 

period 
1. An employee with 10 years and less than 15_~.-----~-----~-----.~-- a7 
S BD SMpioyos WILD 1 PORTS OF Wil Ok nnn en is cena sneeeeitwern “18 


165 days. 

2130 days. 

Thus, S. 226 and H.R. 1012 provides no extension of benefits for those with 
5 to 10 years’ service, those most likely to be laid off. And it also fails to pro- 
vide adequate extensions to those with 20 and 30 years’ service, many who have 
already exhausted their present unemployment insurance benefits. 

Some 108,000 railroaders became jobless in the one year between November 
1957 and November 1958. This was a decline of about 11.6 percent in employ- 
ment—leaving only about 831,000 with employment on class I railroads. 

Railroad employment for 1959 looks bleak indeed as the carriers are seeking 
to merger various systems plus the discontinuing of many passenger trains. 
And efforts to cut labor costs by automation will continue, as they develop new 
methods of increasing output per man-hours. General employment outlook in 
other industries is far from rosy. Magazine of Wall Street December 6, 1958, 
sees the number of jobless as “likely to rise well above the 5 million mark” this 
winter. 

COST OF BENEFITS 


The Railroad Pension Conference believes that no tax increase is needed to 
provide the benefits proposed in H.R. 223, and that the solvency of the fund will 
not be endangered now or in the future. 

Our conclusion of this subject was substantiated in a pension conference 
study made in 1956, of the actuarial setup of the Railroad Retirement Act, 
entitled “50 Per Centum Pensions After 30 Years, the Need and the Possibility.” 

This report was presented to the Senate Labor Committee and the House 
Interstate Commerce Committee in the 84th and S5th sessions of Congress. 

The facts presented in our study have never been refuted. 

The 1956 Railroad Pension Conference Study concluded : 

1. The actuarial calculations used to keep benefits low and cost high follow 
the principles of private insurance companies, seeking profits and accumulation 
of financial power. The Public Railroad Retirement Fund should be guided by 
a different motive, that of providing maximum security to the railroad workers. 

2. Exaggerating the length of time an employee will receive an annuity. 

3. Exaggerating the number of.employees who will retire instead of working 
until death or their final illness. 

4. Exaggerating the number of employees who will stay in the industry long 
enough to receive retirement benefits. 


RAIL WORKERS SHOULD NOT HAVE TO SUBSIDIZE THE RAILROADS 


So says Senator Wayne Morse. “I respectfully say that all the arguments of 
the railroads—namely—that they cannot stand the cost in my judgment does not 
constitute sufficient basis for voting against this measure (S. 1313 as amended 
Aug. 22, 1958) because we have no right to ask the employee to subsidize the rail- 
roads, by means of receiving less than a fair unemployment and railroad retire- 
ment program * * * we have no right to say—‘You cannot get it, you have 
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to subsidize the railroads by taking less than is fair.” (Congressional Record 
Aug. 22, 1958.) 


a. 


GOVERNMENT SHOULD PAY CARRIERS SHARE OF COST OF NEW BENEFITS IF NEEDED 


“The arguments of the Association of American Railroads” Senator Morse 
continued, “always is that the railroads cannot afford it. If the railroads need 
more subsidies then let us face that fact * * *. The contributions the railroads 
make to the economy and to the defense of the country is that we should give 
them a subsidy, if it is needed. I have never been afraid of the word subsidy, 
if the payment is necessary to the protection of the public interest. Only a short 
time ago the Senate provided subsidies for the railroads * * * by means of a 
Smather bill, then come January we can go further * * *. Our first responsi- 
bility in such a field, this is to provide fair treatment for the workers. Then if 
the railroads end up in a situation where they are in financial difficulty, let them 
go to the Interstate Commerce Commission. Let them bring another Smathers 
bill to the floor of Congress. But let us not penalize the railroad workers.” 

Rail officials are seeking more subsidies in the 86th Congress. President 
George Alpert of the New York, New Haven & Hartford Railroad recently stated 
in Chicago, that he did not look on Federal aid as a “giveaway” or “pork barrel 
appropriation” (Wall Street Journal Jan. 14, 1959). Adequate retirement 
and unemployment insurance benefits as proposed by the Pension Conference is 
“for the protection” of the public. 

Therefore, the Railroad Pension Conference proposes that the 86th Congress— 
1. Amend 8. 226 and H.R. 1012 by including the proposals of the Pension Con- 
ference, for both retirement and unemployment insurance benefits. 

2. Defer any increase in railroad retirement taxes until further study is made 


of the actuarial setup of the Railroad Retirement System along the lines of the 
Pension Conference Study of 1956. 


AMERICAN FARM BurREAU FEDERATION, 
Washington, D.C., February 18, 1959. 
Re bills to amend railroad retirement and unemployment insurance programs: 


S. 226, 280, 875, and 987. 
Hon. WAYNE MORSE, 


Chairman, Railroad Retirement Subcommittee, Senate Committee on Labor and 
Public Welfare, Senate Office Building, Washington, D.C. 


Dear SENATOR Morse: At the most recent annual meeting of the American 
Farm Bureau Federation, the voting delegates of the member State Farm Bureaus 
unanimously approved the following policy: 

“Retirement and unemployment benefits provided railroad workers are sub- 
stantially in excess of similar benefits provided other workers under comparable 
legislation. A substantial portion of the costs of such programs is reflected 
in freight rates and prices paid by farmers. Precedents established under the 
railroad retirement program tend to be carried over to other social insurance 
programs. We are therefore opposed to current proposals to further increase 
railroad retirement and unemployment benefits.” 

To the extent that the railroads could pass the costs of increased worker 
benefits to shippers and consumers, the costs of such benefits will be paid by 
shippers and consumers—a substantial percentage from the pockets of farmers. 

To the extent that the competitive position of the railroads will not permit 
the increased costs to be passed on to shippers and consumers, and this would 
appear to be the situation at the moment, the already low level of railroad 
earnings would be still further reduced. Farmers and other shippers have a 
major stake in this, too. The capacity of railroads to make the investment in 
improved equipment, that is important to the improvement of their competitive 
position, and essential to improving their service to shippers, would be further 
impaired. 

The railroad retirement program cannot be dealt with as an independent 
question. It is part of a national social insurance policy. This policy tends 
towards uniformity in its various phases. Thus precedents—established for one 
social insurance program tend to be carried over into other social insurance 
programs. 

The underlying issue, it seems to us, in all social insurance programs is, 
to what extent should total spendable income be diverted to the currently retired 











262 


AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


portion of our population, and what percentage retained by the currently work- 
ing percentage of our population. There is no avoiding the economic reality 
that all payments to retirees are, in terms of the real incidence of such costs, 
paid by the working population, by both payroll deductions and higher prices 
than would otherwise prevail. The problem is one of obtaining a proper balance, 
Each increase in social insurance costs curtails the ability of the working 
population to improve their standards of living and raise their families. 

It seems to us that there is a real danger that social insurance benefits may 
be raised to a level that is inequitable to the working portion of our economy 
and which would represent a burden that would weaken our national capacity 
to meet many other national needs and requirements. 

A proposal that involves payroll taxes equal to or in excess of 20 percent of 
payroll (up to $4,800 per year) such as is involved in the bills under consideration, 
seem to us to go too far in the direction of diverting national income to the 
currently retired portion of our society. 

This is not intended to suggest that many railroad retirees do not have 
financial problems. Of course they do. But social insurance was never intended. 
at least as we see it, to do other than provide a minimum standard, leaving 
the individual a responsibility for supplemental protection. 

It is, of course, necessary that the tax schedule be revised to get the railroad 
retirement and unemployment funds back on a self-amortizing basis. But in 
view of the foregoing, we do not believe it represents sound national policy to 
further increase worker benefits at the same time. 

It will be appreciated if you will include this letter in the record of the hearing. 

Very sincerely, 
Matt TrIGGs, 
Assistant Legislative Director. 





STATEMENT OF AMERICAN RETAIL FEDERATION ON PROPOSALS To ALTER THE RAIL- 
ROAD RETIREMENT AND UNEMPLOYMENT INSURANCE SYSTEMS 


The American Retail Federation is a federation of 31 national retail trade 
associations and 38 statewide retail organizations, representing through the 
combined membership some 800,000 individual retailers. The transportation 
committee of the federation, at its last meeting in New York City in January of 
this year, adopted a policy resolution opposing any increases in the railroad 
retirement and unemployment insurance systems to the extent that the employee 
benefits provided thereunder, and the tax rates assessed both employers and 
employees, exceed current and applicable benefits and rates for other individuals 
under other Federal laws. 

The various bills that are presently before the subcommittee for consideration, 
principally S. 226 and H.R. 1012, provide many changes in both the tax rates and 
the benefit programs. In view of the ARF policy expressed above, it would 
appear that only one change would not be opposed and that is the provision 
raising the tax base from $350 per month to $400 per month. ‘The Social Security 
Act previously was adjusted upwardly to this figure and this change to the rail- 
road retirement system would bring about uniformity between the two acts. 

The underlying objection to other increases in the above bills resulting in added 
financial burdens to rail carriers, is that the public ultimately pays the added 
cost, and the benefits accrue to a limited number of individuals who thereupon 
are treated preferentially as against those covered by other enactments. Ini- 
tially the added rail costs are borne by the carriers but quickly form the basis 
for petitions to the Interstate Commerce Commission for general increases in 
rates and charges. Those relying on rail transportation, including the retail 
industry, are then faced with higher transportation costs which result in turn 
in higher prices for goods whether at the point of manufacturer, wholesaler, 
or retailer. These costs then reach the level of the entire consuming public. 

The financial condition of the railroads today is not such as to absorb, in its 
present pricing structure, the added cost of more favored treatment for these 
employees. Competition from other carriers, whose employees are not subject 
to the Railroad Retirement Act, has made Severe inroads on the traffic formerly 
handled by the rail lines. Any additional factor which must be added to the 
rail price structure, will certainly accelerate this trend. 

For the above reasons, the American Retail Federation urges that all proposed 
changes in these acts, excepting the increase in the base rate to $400 per month, 
not be approved. 
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NATIONAL ASSOCIATIONS 


American Retail Coal Association. 

Associated Retail Bakers of America. 

Association of Family Apparel Stores, Inc. 

Institute of Distribution, Inc. 

Mail Order Association of America. 

National Appliance and Radio-TV Dealers Association. 
National Association of Chain Drug Stores. 

National Association of House to House Installment Cos., Ine. 
National Association of Music Merchants, Inc. 

National Association of Retail Clothiers & Furnishers. 
National Association of Retail Grocers. 

National Association of Shoe Chain Stores. 

National Council on Business Mail, Inc. 

National Foundation for Consumer Credit, Ine. 
National Industrial Stores Association. 

National Luggage Dealers Association. 

National Retail Farm Equipment Association. 

National Retail Furniture Association. 

National Retail Hardware Association. 

National Retail Tea & Coffee Merchants Association. 
National Shoe Retailers Association. 

National Sporting Goods Association. 

National Stationery & Office Equipment Association. 
National Tire Dealers & Retreaders Association, Ine. 
Retail Jewelers of America. 

Retail Paint & Wallpaper Distributors of America, Ine. 
Super Market Institute, Inc. 

Variety Stores Association, Ine. 

Women’s Apparel Chains Association, Ine. 


STATE ASSOCIATIONS 


Alabama Council of Retail Merchants, Ine. 
Arizona Federation of Retail Associations. 
Arkansas Council of Retail Merchants, Inc. 
California Retailers Association. 

Colorado Retailers Association. 

Delaware Retailers’ Council. 

Florida State Retailers Association. 

Georgia Mercantile Association. 

Idaho Council of Retailers. 

Illinois Retail Merchants Association. 
Associated Retailers of Indiana, Inc. 

Iowa Retail Federation, Inc. 

Kentucky Merchants Association, Inc. 
Louisiana Retailers Association. 

Maine Merchants Association, Ine. 

Maryland Council of Retail Merchants, Inc. 
Massachusetts Council of Retail Merchants. 
Michigan Retailers Association. 

Minnesota Retail Federation, Inc. 
Mississippi Retail Merchants Association. 
Missouri Retailers Association. 

Nebraska Federation of Retail Associations, Inc. 
Nevada Retail Merchants Association. 

Retail Merchants’ Association of New Jersey. 
New York State Council of Retail Merchants, Ine. 
North Carolina Merchants Association, Inc. 
Ohio State Council of Retail Merchants. 
Oklahoma Retail Merchants Association. 
Oregon State Retailers’ Council. 
Pennsylvania Retailers’ Association, Ine. 
Rhode Island Retail Association. 

Retail Merchants Association of South Dakota. 
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Retail Merchants Association of Tennessee. 
Council of Texas Retailers’ Association. 
Utah Council of Retailers. 

Virginia Retail Merchants Association, Inc. 
Associated Retailers of Washington. 

West Virginia Retailers Association, Inc. 


STATEMENT OF Harry O. MATHEWS ON BEHALF OF THE NATIONAL INDUSTRIAL 
TRAFFIC LEAGUE 


My name is Harry O. Mathews. I am chairman of the legislative committee 
of the National Industrial Traffic League of Washington, D.C. I appear on 
behalf of the league in opposition to S. 226 and similar proposals to alter the 
railroad retirement and unemployment insurance systems. 

The National Industrial Traffic League is a national organization of those 
directly and individually engaged in the shipment and receipt of commodities: 
its membership also includes chambers of commerce, boards of trade, and similar 
ecommercial organizations whose members likewise have a substantial and econ- 
tinuing interest in traffic and transportation matters. The league represents 
and expresses the interest of those who actually ship and receive freight, the 
payers of transportation charges; it has no carrier membership. Membership 
is drawn from all parts of the United States and includes practically every line 
of industrial and commercial activity. 

The league membership is gravely concerned with the proposals for increased 
benefits as set forth in S. 226 and similar bills, which are overgenerous and yet 
do nothing to correct glaring inequities in the present system. At the annual 
meeting of the entire membership in November 1958, the league instructed my 
committee to state the league’s position, these bills being substantially the same 
as S. 1313 in its final form in the 85th Congress. 

League members use all forms of transportation and the work of the league 
is dedicated to sound principles of transportation practice and regulation. As 
users of railroad services, league members are most directly concerned with 
the quality of service and tho prices charged. It is common knowledge that 
general increases in freight rates are sought of and granted by the Interstate 
Commerce Commission following any general wage increase or other spiraling 
eosts. In the postwar period such increases have had serious adverse effects 
and without any improvement in the quality of service 

Your committee is well aware of the serious financial plight of the railroads 
generally, whose traffic has failed to keep pace with the growth of the country, 
and who have trouble obtaining capital to make necessary improvements. The 
enactment of the Transportation Act of 1958 was a measure to alleviate the 
situation. A continuing concern for the deteriorating financial position was 
manifested in Senate Resolution 303 (85th Cong.) which expired on January 
31, 1959, and which has been introduced in the 86th Congress as Senate Reso- 
lution 29. 

This league is in no sense hostile to the real interests of railway employees, 
or others, but the league believes it would be folly to single out the 1 million 
employees in that sick industry to require payment to them of benefits that 
exceed by ever-increasing amounts the benefits provided under social security 
for the public generally. 

Even with the recent 7 percent increase in social security benefits, the com- 
parable benefits under existing railroad legislation are much higher. The pro- 
posed bills would further widen the spread by granting a 10 percent increase 
in railroad retirement benefits and generally 20 percent in unemployment. 

It is clear from the statements of others that railroad unemployment insur- 
ance contains many provisions that are not fair either to the industry or to its 
employees. Wisdom demands an unbiased study. Amerdments are needed 
to prevent the continuing requirement of paying out millions in cases of em- 
ployee misconduct. We are informed that the present system, which uses the 
ealendar year for a base year and the fiscal year for a benefit year, results in 
such extreme cases as a woman employed for 8 months who thereafter received 
$1,950 in maternity benefits for two children born a year apart. 

The league is informed that the railroads have made a proposal embodied in 
S. 987, which would increase railroad retirement benefits about 5 percent and 
which also contains sound amendments to the present unemployment and 
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sickness benefits system. Considering the present condition of the railroads, 
the inflationary effect of increased employee benefits, and the fact that present 
benefits are much higher than those already provided in the increased social 
security system, the league urges that this is no time to make any increases. 
Yet if your committee believes that some increase must be recommended, then 
we most earnestly urge that the proposal in S. 987 represents a wise maximum. 
In any event, we respectfuly urge that no change in the law should be made 
without equitable amendments as proposed in 8. 987. 





RAILWAY LABOR EXECUTIVES’ ASSOCIATION, 
Washington, D.C., February 24, 1959. 
Hon. WAYNE MORSE, 
Chairman, Subcommittee on Railroad Retirement, United States Senate, 
Washington, D.C. 


Dear SENATOR Morse: With respect to the testimony of Mr. Leonard Calhoun 
before your subcommittee dealing with the Railroad Unemployment Insurance 
Act, I desire the testimony that I had previously given your subcommittee be 
made part of the record. 

In hearings held before your subcommittee in the 85th Congress on S. 1313, 
Mr. Eli Oliver testified for the employees at page 411 in the transcript. My 
testimony can be found at pages 416 through 480 of the same transcript. The 
above-mentioned testimony has reference to the charges of Mr. Calhoun and 
I hope it will be noted by your subcommittee. 

In addition to the testimony given before your subcommittee, I prepared for 
the House Committee on Interstate and Foreign Commerce a memorandum 
dealing with Mr. Calhoun’s charges which appears at pages 461 through 474 
of the House Interstate Commerce Committee’s hearings on H.R. 4353 in March 
ef 1957. I would appreciate it if you will make this memorandum a part of 
your record and call it to the attention of the subcommittee. 

Sincerely yours, 
Lester P. SCHOENE, Counsel. 





SUPPLEMENTAL STATEMENT ON H.R. 4353 AND H.R. 4354 spy LESTER P. SCHOENE, 
oN BEHALF OF RAILROAD LABOR EXECUTIVES’ ASSOCIATION AND BROTHERHOOD 
OF LOCOMOTIVE ENGINEERS 


In my original testimony I fully discussed the bills H.R. 43853 and H.R. 4354 
and it is not my purpose to elaborate upon that testimony. However, the Asso- 
ciation of American Railroads has seized upon the pendency of the proposals 
contained in these bills to put forth proposed devastating amendments to the 
Railroad Unemployment Insurance Act. These proposals were not before the 
committee at the time I testified but were covered by the subsequent testimony 
of witnesses on behalf of the Association of American Railroads and have been 
embodied in H.R. 6016 and H.R. 6040. This memorandum will be directed pri- 
marily to those proposals. The financial and economic testimony submitted by 
the Association of American Railroads will be commented upon in a supple- 
mental statement by Mr. E. L. Oliver. 

A general preliminary observation is pertinent. It is elementary that the 
proponents of a measure have the burden of proof of establishing the desirability 
of its enactment. That burden with respect to a proposed radical overhauling 
of the Railroad Unemployment Insurance Act cannot be met except by a demon- 
stration from experience that the actual operation of the system has been so 
unsatisfactory that radical revision is required. The basic essentials of this 
system have been in existence for nearly 20 years and amendments have been 
made from time to time in response to demonstrated needs. Ample experience 
is available upon which to base proposed changes. Theoretical and conjectural 
objections do not suffice. Examination of the hearings before a subcommittee of 
this committee on H.R. 10127, 75th Congress, 3d session, on May 26, 27, 31, 
June 1, 2, and 3, 1938, reveals that railroad witnesses at that time posed virtually 
identical objections to the bill that became the original Railroad Unemployment 
Insurance Act. In the absence of experience only theory and conjecture was 
possible. But a renewal of these objections as a basis for drastic revision at this 
time should certainly be based upon a demonstration that the system is defective 
in actual operation. No such demonstration has been made. Abstract argument 
and theory are again the sole support of the railroad proposals. 
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The railroads propose that an individual benefit year and an individual base 
year for each employee be substituted for the present calendar base year and 
fiscal benefit year and that each individual’s base year terminate and his benefit 
year begin when he becomes unemployed. The alleged advantage of this change 
is to eliminate the 6-month lag between the end of the base year and the begin- 
ning of the benefit year. It is said that this lag may result in an individual who 
becomes unemployed during this lag period being ineligible for immediate bene- 
fits and on the other hand drawing benefits up to 18 months after the end of the 
base year. No demonstration is made that in actual operation this condition 
results in substantial hardships or inequities. 

The railroad unemployment insurance system is closely integrated with the 
railroad retirement system for administrative purposes. From the wage and 
service reports that the Board is required to maintain under the Railroad Re- 
tirement Act the Board can promptly ascertain from its own records virtually 
all the information required to adjudicate unemployment insurance claims. 
Before the benefit year begins the Board receives all the base year information, 
processes it, and has in the hands of each individual employee as well as readily 
available upon its own records the information from which eligibity for and 
the amount of benefits can be determined. Experience has shown that by this 
system the Board is able to pay the benefits for the first period of unemployment 
within a few days after the end of the first registration period. This is very 
important. When people become unemployed their need for benefit payments 
is immediate and any substantial delay in adjudication would to a substantial 
degree vitiate the purposes of the system. 

Under the railroads’ proposal the Board would have on its own records not 
one item of the necessary information at the time unemployment occurs. Even 
the base year and the benefit year of the individual employees are not ascertain- 
able until unemployment occurs. The Board would then further have to ascer- 
tain in each individual case what was the last daily basic rate paid within the 
base year minus withholding taxes and railroad retirement taxes, whether &7 
times the daily basic rate was earned within the base year, whether such earn- 
ings were earned in less than 6 months in the base year, whether those 6 months 
included 2 months in the last half of the base year, whether the employee quit 
his employment without good cause, whether the employee was discharged 
for good cause and whether the employee is or upon application would be en- 
titled to either a disability annuity or an age annuity under either the Railroad 
Retirement Act or the Social Security Act. One can only guess at the length 
of time that would be required to obtain all this information in each individual 
case, but it is obvious that unconscionable delays in making initial payments 
would result and that administrative expense would be enormously increased. 
The reason for the present 6-month lag between the end of the base year and the 
beginning of the benefit year is purely a matter of administrative requirements. 
Inherently there is no other reason why a fixed benefit year could not begin 
immediately upon the conclusion of a fixed base year. We have inquired from 
time to time as to the feasibility of reducing this time interval and beginning 
the benefit year, say, on February 1 or March 1. We are informed, however, 
that this period is required for the Board to receive and process the necessary 
base year data and that it is not feasible to make any substantial reduction 
in the interval. 

The railroads also pronose to make drastic restrictions in the conditions for 
qualifications. as they did in 1938. Originally the base year earnings necessary 
to qualify were only $150. The amount of qualifying earnings required has 
been increased from time to time as wage rates and thus earnings opportunities 
have increased. We now propose to increase it to $500 which is more than three 
times the original qualification requirement. 

The railroads, however, propose to set up a series of hurdles designed to 
exclude employees from qualifying. Not only would the amount of requisite 
base year earnings be drastically increased (i.e., to 87 times the basic daily rate, 
which in the case of a $15 rate, barely above the present minimum, would be 
over $1,300) but more importantly, earnings would be required in each of 6 
months, 2 of which would have to be in the last half of the base year. In 
support of this proposition the railroads point out that substantial numbers of 
unemployment insurance beneficiaries work in less than 6 months during the 
base year. It is then asserted that no proof whatever that this condition is 
not indicative of unemployment exceeding 6 months but of shifting to nonrailroad 
jobs. The assertion is not only unproven but is contrary to the facts. A sub- 
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stantial amount of railroad work, particularly in the northern regions, is 
seasonal and is performed in areas where other work is not readily available 
in.the off season. Many of the employees engaged in this seasonal work are 
firmly attached to the industry, return to it year after year, but when the season 
is short may work less than 6 months. These are the classes of employees 
to whom unemployment insurance benefits are the most vital. A general indica- 
tion of the effect of this seasonality may be gained from page 139 of the 
Retirement Board’s Annual Report for 1956. The table there shows the number 
of unemployment insurance beneficiaries by months from July 1955 through 
June 1956, broken down by major categories of employment. It appears that 
in the group including the maintenance-of-way employees other than craftsmen 
the number of beneficiaries was rather constantiy around 9,000 during July 
and August and September. It rose sharply to 11,500 in October and continued 
to rise until it reached a peak in January when a gradual decline began; but the 
number was still nearly 16,000 in April and it was not until May that the num- 
ber fell below that of the previous July. It is thus apparent that throughout 
this 7-month period substantial numbers were seasonally unemployed; they had 
not shifted to other jobs and did not have an opportunity to work in each of 
6 months. 

With respect to unemployment due to sickness the railroads propose to im- 
pose all the conditions of eligibility that would apply to unemployment due to 
lack of work, most notably a showing that the individual would be available 
for railroad work if he were not sick. This is patently merely a device to make 
qualification for benefits more difficult. When an individual is sick he is ob- 
viously not available for work of any kind and whether he would be availabie 
if he were not sick is irrelevant. The individual must have had the necessary 
work during his base period, an unemployment tax was paid with respect to his 
wages for the purpose of protecting him against unemployment and sickness 
during the ensuing benefit year. He cannot equitably be disqualified if he ex- 
periences sickness during that period. 

The railroads propose to eliminate maternity benefits entirely and in fact 
would go so far as to deny all benefits for unemployment due to sickness in 
the case of pregnant women unless it is shown that the cause of sickness is un- 
related to pregnancy. This is indeed an inhuman and reactionary proposal. 
This committee and the Congress as a whole fully considered the desirability 
of maternity benefits when they were first included in the act. The railroads 
opposed their inclusion for the same reasons that they now urge their elimina- 
tion. Congress disagreed with them and they have shown no new reason for 
reconsideration of that conclusion. When Congress decided to make provision 
for unemployment due to sickness special consideration was given to maternity 
benefits primarily for one very important reason: It is desirable from the 
standpoint of the health of the expectant mother and of the expectant child 
that the expectant mother cease active employment some time earlier than the 
time at which her condition renders her physically unable to work and that she 
remains out of active employment for a reasonable period following childbirth 
even though she might physically be capable of returning to work at the risk of 
permanent impairment of her health; it was recognized, however, that married 
women employees whose economic condition was such as to cause them to be 
holding regular jobs in the industry would be economically forced to run these 
risks of impaired health unless some provision were made to give them partial 
protection against the wage loss that would occur if they avoided these risks. 
These conditions have not changed. The railroads have not shown either that 
the risk of health impairment by working immediately before and immediately 
after childbirth has declined nor have they shown that it is less desirable to 
protect the health of these people than it was when the provision was originally 
enacted. 

In the field of disqualifications the railroads’ proposal seeks again to impose 
harsh and unjustified restrictions upon the payment of benefits. 

They point out, as they did in 1938, that the Railroad Act differs from unem- 
ployment compensation acts generally in that it disqualifies employees who are 
unemployed because of a strike in which they are participating only if the 
strike was commenced in violation of the Railway Labor Act or of the laws of 
the labor organization to which they belong. This difference has existed since 
1938. It was consciously adopted in recognition of the fact that the procedures 
of the Railway Labor Act themselves subject railroad employees to much greater 
restrictions than are applicable to other industrial employees. It was believed 
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that the procedures of the Railway Labor Act were such as to assure that every 
means of amicable adjustment of disputes would have been exhausted before 
a strike would occur; consequently, there was no justification for denying bene- 
fits for unemployment occurring during a strike that was not in violation of the 
Railway Labor Act or of the laws of the organization. Consider by contrast, 
the situation of employees in other industries. Even today the Taft-Hartley Act 
imposes upon other industrial employees no procedures for the adjustment of 
disputes comparable to those of the Railway Labor Act, although it might well 
be that if the strike disqualifications in State unemployment compensation acts 
were reconsidered today in the light of the Taft-Hartley Act, they, too, might 
be reloxed. However, at the time the State unemployment compensation acts 
were bing adopted the original Wagner Act was in effect: it guaranteed to em- 
jlovees the right to organize and bargain collectively through representatives 
of their own choosing without employer interference or coercion and placed no 
restrictions whatever upon the exercise of collective bargaining power: in fact, 
the exercise of that power was enhanced by the Norris-LaGuardia Act's prohibi- 
tion upon the Federal courts’ enjoining strikes and similar prohibitions upon 
the power of State courts through State legislation in many States. 

Nothing has occurred since 1988 to warrant reversal of the policy then 
adopted. The railroads have not undertaken to show that the nature of the 
present disqualification has tended to encourage strikes or to interfere with the 
amicable settlement of disputes in accordance with the purposes of the Railway 
Labor Act. They could make no such showing if they attempted it. It ap 
pears from page 47 of the annual report of the Rnilroad Retirement Board 
for 1956 that in the entire year ended June 30, 1956, out of a total of 137,600 
unemployment insurance beneficiaries only 300 were unemployed by reason of 
strikes. 

In the testimony of Mr. D. P. Loomis an effort is made to demonstrate the 
injustice of the limited nature of the present strike disqualification hy tracing 
a hvpothetical dispute through the procedures of the Railway Labor Act and 
making it appear that at every stage in the handling of the dispute the e»rrier 
is exerting every effort to achieve an amicable solution whereas the union is 
arbitrarily and relentlessly pressing toward a strike. This is a highly im»ginary 
picture bearing no relation to reality. Since the enactment of the Roilway 
Labor Act there has been only one railroad strike of major extension both in 
area and in duration. That was the 1955 strike on the Louisville & Nashville 
system which extended into 13 States and lasted for 58 days. 

The circumstances giving rise to that strike are revealing. The nonoperating 
organizations served proposals on the railroads on a national basis pursuant to 
the Railway L°bor Act on May 22, 1953, in which they sought imnroved vaca- 
tions, paid holidays, premium pay for Sunday work, a comprehensive health 
and welfare program for employees and their dependents to be provided hy the 
earriers, and free transportation for employees and their f>omilies. When it 
appeared that no settlement could be developed on the individual railroads the 
earriers established the customary carriers’ conference committees to hendle 
the dispute on a joint national basis. However, because of delays in securing 
notional conferences the employees invoked the services of the National Media- 
tion Board on October 20, 1958, 5 months after the proposals had been served. 
The Mediation Board arranged conferences for November 3, 1953, but the car- 
rier committees refused to negotiate on the subjects of health and welfore and 
free transportation, holding those subjects not bargainable. When the em- 
ployees insisted upon bargaining with respect to the entire subject matter of 
their proposals the carriers filed a declaratory judgment suit to determine 
whether they were legally required to bargain on these subjects. This suit was 
dismissed by the district court as not presenting a justiciable controversy and 
during the pendency of an appeal by the carriers from that decision the disnute 
progressed through mediation and the eventual establishment of an Emergency 
Board on December 28, 1953. The Bo»ord began its hearings on January 19, 
1954. and continued hearings to April 3. 1954. 

The Emergency Board made its report and recommendations on Mav 15, 1954, 
1 week short of a year after the unions’ proposals had been served. The recom- 
mendations were disappointing to the unions, particularly by virtue of the fact 
that only limited health and welfare protection was recommended for employees 
only with the emplovees to bear one-half of the cost. Nevertheless negotiations 
proceeded between the carriers committees and the Employees’ National Con- 
ference Committeee resulting in a joint national agreement on August 21, 1954, 








AMENDING THE RAILROAD RETIREMENT ACT OF 1937 269 


which put into effect the recommendations of the Emergency Board on all 
the major railroads of the country except on a number of southeastern roads. 

The Louisville & Nashville system railroads had a personal representative 
on the Southeastern Carriers’ Conference Committee and participated in the 
national handling through conferences, mediation, Emergency Board proceed- 
ings, and subsequent negotiation until about August 10, 1954. By that time 
substantial agreement had been reached on the health and welfare plan pro- 
viding for an equal sharing of costs between carriers and employees. The 
Louisville & Nashville system railroads were not in accord with the terms of 
the agreement reached and withdrew their authority from the Southeastern 
Carriers’ Conference Committee. 

After the agreement of August 21, 1954, the National Mediation Board again 
sought to settle the dispute with the Louisville & Nashville system railroads 
as well as a number of other southeastern railroads who had similarly with- 
drawn from national handling. The organizations patiently persisted in their 
efforts to achieve an amicable settlement and eventually settlements corre- 
sponding to the national agreement were made with the other withdrawing car- 
riers, but the Louisville & Nashville system railroads remained adamant. The 
major point at issue was the unwillingness of the carrier to require 100 percent 
participation of its employees in the health and welfare plan on a contributory 
basis. The organizations pointed out that the contributory basis was not of 
their seeking but had been recommended by the Emergency Board and indicated 
their willingness to accept a noncontributory plan. ‘The efforts to arrive 
ut a settlement continued until March of 1955 at which time the carriers uni- 
laterally put into effect a non-negotiated health and welfare plan of their own. 
This left the organizations no alternative but a strike. 

After a successful strike of 58 days the organizations nevertheless agreed to 
submit the dispute to a sole arbitrator, agreeing to accept his determination as 
binding; and returned to work during the arbitration proceedings. 

Notwithstanding the geographic extent and duration of this strike, the num- 
ber of unemployed beneficiaries who were unemployed on account of strike during 
the benefit year 1954-55 was only 18,000 out of a total of 305,900 beneficiaries. 
This appears from page 66 of the Annual Report of the Railroad Retirement 
Board for 1955. 

In light of these facts, experience would indicate that the retention of the 
present limited disqualification is warranted. It does not unduly load the eco- 
nomic scales in favor of the employees. On the contrary, the carrier proposal 
would unduly load the seales the other way. Workingmen today have many 
more fixed charges than they used to have. As living standards have improved 
they have obligated themselves with insurance programs, purchases of homes, 
other installment obligations, etec., which gives the loss of wages during a strike 
a much more formidable impact than it used to have. People can still tighten 
their belts and eat from soup kitchens during strikes as in times gone by. But 
when the loss of wages means the loss of investments accumulated over a period 
of time the bargaining position of the employees has been substantially impaired. 

Another disqualification which the carriers propose to change is that relating 
to voluntary leaving of employment. An individual who voluntarily leaves his 
employment is now disqualified for a period of 30 days; thereafter he may 
draw benefits provided he is available for work but he is not able to find, and 
the Board is not able to find for him, any suitable work. The railroads would 
continue this disqualification until after a return to railroad employment. 
This amounts to a permanent penalty since under the present law it is a con- 
dition of his continued receipt of benefits that he return to employment whenever 
#8 suitable job is available. 

The railroads also propose to disqualify employees who are discharged for 
eause. Such a disqualification was contained in the original act in 1938 but was 
removed almost immediately thereafter. The reason for its removal was recog- 
nition of the fact that what is proper cause for discharge is usually highly con- 
troversial and is often the subject of sharp conflict between the carrier and 
the organizations representing employees. Furthermore, under the Railway 
Labor Act, the National Railroad Adjustment Board is the tribunal established 
for the solution of such controversies. It was considered most undesirable that 
the Railroad Retirement Board should resolve such controversies incidentally 
to the adjudication of unemployment insurance claims or that it should delay 
the payment of claims pending resolution of the controversy by the National 
Railroad Adjustment Board. Nothing has occurred since that time to cast any 
doubt upon the wisdom of Congress in removing that disqualification. 
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The railroads further propose that there be an employee contribution to the 
payment of benefits for unemployment due to sickness, although that proposal 
is not contained in the bills that have been introduced. In making this proposal 
the carriers are going contrary to the universal trend in other industries and 
in the railroad industry itself. 

It is true, as the railroads point out, that only a few unemployment com- 
pensation acts provide sickness benefits and in those few an employee contribu- 
tion is provided for. But this is only a fragment of the story. Outside the 
railroad industry. »rovision for compensation for wages lost through sickness 
as well as medica! and hospital care are generally provided for through the 
collectively bargained health and welfare plans. These plans have tended more 
and more to be set up on a noncontributory basis or to be converted to a non- 
contributory basis if initially set up on a contributory basis. Today the over- 
whelming preponderance of such plans are on a noncontributory basis. 

In the railroad industry itself the nonoperating employees are provided hos- 
pital and medical care, as distinguished from reimbursement for wage loss, 
through a collectively bargained national plan. This plan was first set up under 
the agreement of August 21, 1954. In a little over 1 vear it was converted to a 
noneontributory basis so far as employee protection was concerned and on No- 
vember 1, 1956, it became noncontributory with respect to dependents protection 
as well as employee protection. 

The final assault that the railroads propose to make on the railroad unem- 
ployment insurance system is a reduction in benefit levels. This is to be accom- 
plished by the elimination of base year earnings as a measure of the daily benefit 
rate and by the substitution therefor of 60 percent of take-home pay after de- 
duction of withholding taxes and railroad retirement taxes. At first blush, the 
proposal to pay 60 percent of take-home pay may appear generous as compared 
with the present minimum of 50 percent of the last daily rate of pay, especially 
when combined with the railroads’ representation that the base year measure 
now has little practical application. The practical effect of the proposals, how- 
ever, is vicious. 

An individual who is fully employed during his base vear at a daily rate of 
pay of $15.33 or more would earn $4,000 or more in his base year and would 
thus qualify for unemployment benefits at the daily rate of $8.50 under the 
present law even though that is in excess of the minimum of 50 percent of his 
last daily rate of pay. Under the carrier proposal, however, this rate, for 
purposes of measuring benefits, would be reduced by $1.85 (in the case of an 
employee with one dependent) of income tax withholding and $0.95 railroad 
retirement tax leaving $12.53 as the rate upon which benefits would be based. 
Sixty percent of that rate produces a benefit of approximately $7.50, or $1 less 
per day than the present law provides. 

The disingenuous explanation that take-home pay is the proper basis for 
measuring wage loss becomes particularly odious upon analysis. Congress has 
exempted unemployment insurance benefits from income taxation in order ta 
avoid any diminution of these meager means of support. The railroads’ pro- 
posal to reduce the daily rate of pay as a measure of benefits by the amount of in- 
come tax withholdings is in effect to diminish the unemployment benefit by 
the equivalent of income taxes thereon and to retain such amount in the Railroad 
Unemployment Insurance Account to the advantage of the carriers. In other 
words, What Congress has seen fit to forego by way of income taxes on unemploy- 
ment insurance benefits the railroads would in effect recapture for their own 
advantage. The proposal as concerns railroad retirement taxes is even more 
shocking. Unemployment insurance benefits are not compensation and the em- 
ployee receives no credit either in time or money toward his railroad retirement 
benefits. Nevertheless, the railroads’ proposal would in effect levy the railroad 
retirement tax on the unemployment insurance benefits without giving any 
railroad retirement credit therefor. 

The use of the last daily rate of pay as the exclusive measure of benefits 
operates unfairly in another respect. By operation of seniority rules, in a period 
of declining employment, employees are frequently bumped from higher paying 
positions to lower paying positions. Consequently, employees with some years 
of seniority who become unemployed may be holding positions immediately 
prior to unemployment on which the rate of pay bears no relationship to the 
rate of the position held during most of the base year. The carrier proposal 
would mzke the lowest rate of pay drawn immediately prior to layoff the exclu- 
sive measure of benefit payment. 
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It is true that the level of railroad unemployment insurance benefits is some- 
what higher than that generally prevailing under the State unemployment 
compensation acts. This is not because the railroad level is too high but because 
the level under State laws has been allowed to become obsolete. The obsolete 
nature of the benefit levels under State laws is eloquently attested by the rapid 
spread of collectively bargained supplemental unemployment benefit plans in 
other industries. It is my personal judgment that it would have been preferable 
if the level of benefits under State laws had kept pace with the requirements 
and had thus obviated the necessity for supplemental plans. I suspect that the 
reason they have not done so is that groups of industrial employees have had 
the collective bargaining strength to obtain more adequate benefits for them- 
selves through supplemental plans but may not have felt that they had the 
political strength to obtain adequate benefits for all workers under the State 
plans through legislation. The nature and extent of these supplemental plans 
is discussed in more detail in the testimony and supplemental statement of Mr. 
Oliver. We have not sought supplemental plans in the railroad industry. The 
fact that we have not done so is no reason why the level of benefits under the 


Railroad Unemployment Insurance Act should be depressed to the levels of State 
laws. 


SUPPLEMENTARY STATEMENT ON BEHALF OF RAtLWAyY LABOR EXECUTIVES’ ASSOCIA- 
TION AND BROTHERHOOD OF LOCOMOTIVE ENGINEERS BY FE, L. OLIVER, ECONOMIC 
ADVISER, APRIL 26, 1957 


The principal issues involved in the consideration of H.R. 4353 and H.R. 
4354 were covered in my original statement to the committee. This state- 
ment is directed to comment upon evidence given by the carriers. 

Statements presented by carrier representatives were largely based upon 
two contentions that are not themselves well founded. The first is the claim 
that benefits provided under proposed changes in the Railroad Unemployment 
Insurance Act are unduly liberal, because the laws of the various States 
provide lesser benefits. The second is the claim that proposed changes in re- 
tirement and unemployment compensation laws would impose serious added 
costs upon an industry already in a critical financial condition. 

With respect to the first of these contentions, it is neither sound nor equitable 
to base criticism of the proposed railroad legislation upon comparisons with 
existing State laws, for unemployment or sickness compensation. State legis- 
lation in this field, as in so many others, is primarily concerned with the 
establishment of minimum standards. Those standards are now being supple- 
mented by additional compensation, provided in collective bargaining agree- 
ments, for a very large part of American industry. These supplementary 
compensation provisions are adapted to the needs of the individual industries 
in a way that is impossible for those industries through State laws. Such 
adaptation, however, is not only feasible but is also well recognized procedure 
for the railway industry under Federal legislation. 

With respect to sickness benefits, the statement of Mr. Leonard Calhoun, 
for the Association of American Railroads, refers to the State disability in- 
surance laws of New York, New Jersey, California, and Rhode Island, point- 
ing out that “in general the cost of such benefits is paid by the employees.” 
These State laws only establish minimum standards; they specifically permit 
private plans to be substituted, only laying down minimum requirements for 
such private plans. In July of 1954, according to the U.S. Department of 
zabor, private plans covered 48 percent of California workers, 65 percent of 
New Jersey workers, and an estimated 97 percent of New York workers. What 
these private plans provide is in part indicated by a national study of the 
subject, made by the Bureau of National Affairs in 1956. The Bureau of 
National Affairs is a reporting agency supplying information and advice to 
employers on collective-bargaining standards. This Bureau reported that 16 
percent of union contracts provided paid sick leave for employees ; 43 percent of 
all contracts studied provided for sickness and accident insurance. All sick 
leave is paid for by employers; in nearly 60 percent of union agreements pro- 
viding health and welfare insurance, employers pay the entire cost. This, in- 
cidentally, is the basis of health and welfare insurance in the railway in- 
dustry—which does not include sickness and accident benefits. 

Specific illustrations of private sickness benefit plans in the States with 
disability insurance laws may best be taken from the local transit and over- 
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the-road bus industries. The largest bus transportation company operating 
in the State of New Jersey—and one of the largest in the United States—is 
the Public Service Coordinated Transport Co. That company has an agree- 
ment with the Amalgamated Association of Street, Electric Railway & Motor 
Coach Employees of America, providing for sickness and accident benefits of 
$30 per week, for a period of 26 weeks, paid for entirely by the company. As 
an illustration of a common alternative practice, in another of the States with 
disability insurance by law, full paid sick leave of varying amounts is pro- 
vided in collective bargaining agreements covering employees of local bus 
companies in Oakland, Sacramento, Monterey, San Mateo, Los Angeles, Al- 
hambra, and San Diego, in California, and of the Pacific Greyhound Co., with 
headquarters in San Francisco, Calif. Employees of the municipally owned 
street railways in San Francisco are granted paid sick leave, cumulative to 6 
months, without cost to them. 

Benefits and other provisions of State unemployment compensation laws are 
even less representative of the practice actually prevailing in major American 
industries, under supplemental unemployment henefit systems. 

In my earlier statement to the committee, dealing in part with this subject, 
it was pointed out that many such supplemental unemployment compensation 
systems exist. More than 200 of the collective bargaining agreements were 
specifically cited covering millions of employees. Benefits payable under three 
of the principal agreements were compared with those that would be paid 
under the proposed amendments to the Railroad Unemployment Insurance Act. 

he three collective bargaining agreements were in the steel, automobile, 
and container industries. The unions, parties to those agreements, were three 
of the largest in the Nation—the United Steelworkers of America, the United 
Automobile Workers, and the International Association of Machinists. The 
maximum weekly benefits under each of those agreements (added to payments 
under State laws) now exceed the maximum payable to railway workers under 
the Federal law—and even with the proposed amendments, railway workers 
will still not be eligible for weekly benefits as large as those payable in these 
representative major industries. Maximum annual benefits under the present 
Railroad Unemployment Insurance Act are lower than those available to em- 
ployees in any of the three industries; with the proposed amendments, maximum 
annual railway benefits will still be below those available to employees in the 
steel or container industries. 

So far as the duration of benefits under the Railway Unemployment In- 
surance Act is concerned, it is equally unsound to go to State laws for com- 
parisons. The peculiar conditions of the railway industry have led to specific 
provisions for longer term employee protection, in Federal railway legislation, 
in Interstate Commerce Commission action, and in the Washington agreement 
between the carriers and the railway labor organizations. These precedents 
have already been cited, by representatives of the employees, in these hearings. 
Incorporation of this proposed change in pending railroad unemployment com- 
pensation legislation is not to be judged by State laws fixing minimum stuand- 
ards applicable indiscriminately to all industries, or by private plans specifically 
adapted to the needs of other major industries, but rather by legislative and 
other precedents in the railway industry of 20 years and longer history. By 
those precedents, the proposed duration of unemployment benefits is fully 
justified. 

The second basic contention of the carriers is that the railway industry is in 
critical financial condition, unable to stand the increased costs particularly of 
the proposed improvements in the Railroad Unemployment Insurance Act. 
There is especial reference to the cost of extended benefits for displaced em- 
ployees of long service. 

Statistics presented to the committee in connection with my previous state- 
ment demonstrate the possibility of reemployment on the railways of older 
railway workers being released as a result of technological and other change. 
The railways are annually hiring many more new and inexperienced workers 
than the number of older, experienced workers being displaced from the indus- 
try. Even under the provisions of the law as it now stands, the carriers have 
incurred substantial needless cost, by this policy of leaving older experienced 
workers to draw unemployment compensation, and replacing them with inex- 
perienced new workers. An incalculable additional cost has been incurred in 
the training of the new employees. If that policy is, as it can and should be, 
changed to give high priority to experienced workers in filling vacancies, the 
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actual cost to the carriers of the new scale and duration of benefits will be 
negligible. With the incentive of the requirement that unemployed senior rail- 
way workers must be given the added protection proposed in the pendiug bills, 
the carriers will have every reason to cooperate with the Railroad Retirement 
Board in relocating the older experienced men now being ruthlessly ejected from 
the industry. 

Against these costs, which may be kept very low if the carriers modernize and 
humanize their employment policy, must be set the fact that the industry has 
rarely been in so healthy a condition financially as it is today. Most of the 
comparisons offered by the carriers to the committee upon this subject place the 
1955 and 1956 figures against the 1929 operating results. It is true that 1929 
was a boom year, during which American railroads compressed costs—espe- 
cially wages—and realized extremely high net profits. It is equally true that 
the financial practices of these carriers and American industry generally dur- 
ing 1929 and the immediately preceding years found their natural result in the 
great depression. 

But, even by comparison with 1929, current operating results of the railways 
show up very favorably. The carriers have given to the committee data on 
their working capital, claiming it to be a significant measure of their financial 
difficulties. The best measure of current or liquid condition of the carriers is 
the ratio of their current assets to current liabilities. That ratio, in 1929, 
was 1.2; in 1955, the ratio was 1.75; in 1956, 1.67. Net current assets in 1929 
totaled $285 million; in 1956, that net was $1,400 million (table I). 

The ratio of net current assets to average monthly expenses provides another 
measure of working capital. In 1929, net current assets were only three-fourths 
of average monthly expenses. In 1956, net current assets were more than twice 
as great as average monthly expenses (table II). The postwar ratio has never 
been less than 2 to 1. 

The carriers have repeated the constantly reiterated claim that the industry 
is in critical shape because a smaller proportion of total traffic is being hauled 
by rail than in earlier years. It is true that other transportation facilities are 
growing faster than the railways, but it is not true that railway traffic is 
shrinking. The rails handled 500 billion traffic units in 1929, and over 700 
billion units in 1956. Railway traffic last year was greater, per capita of our 
population, and much greater per dollar of net investment, than in 1930, or in 
the preceding decade; greater even than in 1929. Competitive handicaps under 
which the railways operate have not prevented their growth faster than the 
general growth of our population (table III). 

The carriers have claimed that, as a result of current unfavorable conditions, 
funds for replacement or expansion of the railway plant are not available. In 
fact, however, the carriers have had an increasing fund available, from net 
profits and depreciation, to take care of these requirements. The year 1955 
gave them their greatest total in net income and depreciation, with the excep- 
tion of 1945. Last year, 1956, was the second highest in funds available from 
operation for replacement, additions, and betterments. The highest, 1945, was 
made so by special amortization action at the end of the war (table IV). 

These funds have been largely invested in carrier plant and equipment since 
the end of World War II. The total of such investments has been $13% billion; 
that represents $11,000 per employee. By comparison, the investment of all 
manufacturing industries in the United States, per employee, during the same 
period, was only $7,500 (table V). 

The carriers have compared railway net income and those of other industries 
on the basis of net worth. The First National City Bank of New York, which 
publishes the figures cited by the carriers, makes these comparisons on two 
bases—the ratio of net income to net worth, and to gross revenue. The 1956 
figures, just published by the First National City Bank, show the railway net 
income per dollar of gross revenue to have been 8.3 cents; the average for all 
transportation was 7.5 cents, for all industry, 6.3 cents, and for manufacturing, 
6 cents. The highest returns were in public utilities (13.5 cents) and mining 
(10.3 cents). Lowest returns were for amusements (5.4 cents) and trade 
(2.6 cents). But the railway return per dollar of revenue exceeded the national 
average for all industry by 2 cents—more than 30 percent (table VI). 

The national trend in net income per dollar of revenue is given in figures 
published by the Department of Commerce. The railway showing in 1956 is less 
favorable than at the 1929 peak; net income per dollar of revenue has dropped 
from 14.3 to 8.3 cents. But the average for all industry, measured by corporate 
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profits after taxes and the gross national product, has dropped from 7.9 to 5.2 
cents. The railway showing was better in 1929 and in 1956, than the national 
average (table VII). 

Railway wage costs have risen since 1929, but not quite as much as wage costs 
for American industry generally. Railway workers received 42.6 cents of every 
revenue dollar taken in by the carriers in 1929; 48.9 cents of every dollar of 
gross national product went to American workers in 1929. In 1956, railway 
wage costs took 51.1 cents of every dollar of railway revenue; workers in 
American industry generally received in compensation 58 cents of every dollar 
in the gross national product. Railway wage costs had taken 8.5 cents more 
of the revenue dollar, while workers in industry generally received 9.1 cents 
more of the revenue dollar than in 1929 (table VIIT). 

Much has been made, in carrier statements to the committee, of rising wage 
costs, attributed to improved wages and working conditions and higher payroll 
taxes. The facts in this connection have already been given the committee, but 
should be recalled now. Wage rates and payroll-tax rates were at their high- 
est in 1956, in the postwar period. But labor cost per thousand traffic units was 
lower than in 1952, 1953, or 1954. Unit labor cost was the same in 1955 as in 
1951 (table IX). Although there has been great inflation of the price level 
since 1945, labor costs in 1956 took less of the revenue dollar, and exactly the 
Same proportion of operating expenses, as in 1946 (table X). Actual compen- 
sation figures, including payroll taxes, prove beyond question that the increased 
man-hour productivity of railway employees has more than compensated for 
the rising hourly rates and payroll taxes of the past decade. 

General operating and financial results over the period since World War I 
were submitted with my earlier statement to the committee and need not be 
recapitulated here. On the basis of those operating results—of traffic, reve- 
nues, expenses, wage costs, net income, current net assets, and funds available 
for investment—there can be no question but that the railways are in the best 
of financial health, amply able to meet whatever increased costs they may not be 
able to avoid by modernized personnel policy, with the adoption of the unem- 
ployment-compensation bases in the proposed legislation. 


TABLE I.—Current assets and current liabilities, class I ltne-haul railways, 
1929-56 


[In thousands] 























| Total current! Total current} Net current | Ratio, current 

Year assets liabilities assets | assets to cur- 

rent liabilities 

cect ™ <a ———— gl ng detail lena enna rwonrigaialea ripe ont 
hin hae 5 earache manne poaeew deeded saabnc $1,717,953 | $1,433, 203 $284, 759 1. 20 
x 1, 034, 560 1, 316, 240 — 281, 680 . 79 
1, 292, 421 1, 633, 568 —341, 147 .79 

1, 292, 705 1, 946, 929 —654, 224 | . 66 

1, 442, 143 925, 609 516, 5 1, 56 
¢ } 1, 914, 544 1, 115, 320 799, 224 1,72 
Dlliddidgnchdhéetnebutadatuctnesneeteanamaeds 3, 065, 093 1, 806, 030 1, 259, 063 1.70 
ata s nab a dc aetankcandcdemcbnntacueeeesee 4, 497, 065 2, 923, 078 1, 573, 987 | 1, 54 
Dc bisk. atk concen adies ice dubindkiib aba eatece. 4, 488, 042 2, 844, 210 1, 643, 832 | 1.58 
Ei dineniid chew matin atbisdntepaiie’ imeem daaiocanmaire a 4, 345, 830 2, 108, 245 2, 237, 585 2. 06 
RELA RE ERE RE Al ROE | 3, 494, 260 1, 584,433 | 1, 909, 727 2. 21 
coil nts sot bid ening crete in Esioenins eee 3, 575, 914 1, 942, 772 1, 633, 142 1. 84 
SL saciellinaiae ta sh dhs wits eal eadaridabiniaiak map alimaaeGaianlaaiiae 3, 676, 170 | 2, 066, 795 1, 609, 375 1.7! 
i a cit nl a lee ence mmaiamaieaine | 3, 067, 146 | 1, 696, 558 1, 370, 588 1, 81 
ce ee 3, 758, 429 | 2, 226, 694 1, 531, 735 1. 69 
PE lf. Bbw Aine. <aeinaRimiibibipdanaweuactanhine 3, 702, 505 2, 262, 436 1, 440, 069 | 1.64 
Siilincsnitisidnis andthe adn ipitishernielin nen dogiambgt malin inital 3, 796, 770 2, 278, 250 1, 518, 520 1. 67 
oleic an isn ane aae ease 3, 619, 989 2, 175, 306 1, 444, 683 1. 66 
inital mtehinencteueckabed Anethennngaawagicdmangeants 3, 297, 315 1, 790, 057 1, 507, 258 1. 84 
ited ah ta Benicia tan Se binnn hewentaWahbeinn alacant 3, 733, 474 2, 129, 592 1, 603, 882 1.75 
SPR cei nstaaenies asda sd ticchidpakndiadbaees 3, 535, 824 2,117, 977 1, 417, 847 1. 67 

















Source: Interstate Commerce Commission, Statistics of Railways in the United States, Statement M-125. 





AMENDING THE RAILROAD RETIREMENT ACT OF 1937 275 


TABLE IT.—Relat‘onship of net current assets to railway operating expenses, 
class I line-haul railways, 1929-56 


| 








Net current Average | Ratio, net 
Year assets ! | monthly (current assets 
expenses to expenses 
| 

Nid cccpntntloncedwadebianaawnradscawccaedpeennaaiaiene | $284, 750 75, 503 0. 76 
WOU SR oss ceakcawdbiwsesccessecmsnasinsen osvinmisabisceabeiie | — 281, 680 | a eee eee 
EES TEE aT Se ee Re eee, —34l, 147 | MEME. geo 
NS a es Sele an ee — 654, 224 SE Ceiikcncscicadsabies 
MINS cies: iineeadiaaeataadeainnenalasae cttuien des iniiscainan cnet aplasia anita baakaieatetel | 516, 534 | 257, 450 2.01 
TORS oc scogidhdwkn stink cee kate atacnbiineeuainacenaekeaiios 799, 224 305, 351 2. 62 
en hee ees rel ce sacieibened- ae dine saa 1, 259, 063 383, 422 3.28 
oie oc cw nia Gntsenccaqebstuasdcunsncmeneasnaudedsalunsde 1, 573, 987 | 471, 453 | 3.34 
WE 2s sR RELA estate | 1, 643, 832 523, 503 3.14 
1945...-- i do socatinan ncaa sik ines atpte lvrthiallna o Seeblciahesouccapciae aa aceite ian 2, 237, 585 587, 633 3.81 
NN sh. atl cdduwine chdiwaend nnd tannin hada 1, 909, 827 529, 782 3. 60 
TO etn me eedsd acne and bieedademnatemncenbieapelapaaaia ae 1, 633, 142 566, 436 | 2. 88 
rk cn enindddnkevniintscbutiinnnedss etnimintninttedwne gmdate 1, 609, 375 622, 667 | 2. 58 
cence dtent cunts sdcdeecsbnnnesnsceteamndshnspeeneaan 1, 370, 588 | 574, 316 2.39 
SOI os. ianadnacaqhlihek ces dipehaaiantae ie alia | 1,531, 735 588, 271 | 2. 60 
i oe chien Dida Fees cinco tnd ceedacnphomiecineewandaaneath | 1, 440, 069 670, 104 | 2.15 
NO icin cc Shs nce ch Sah a achuinns mages eee 1, 518, 520 671, 040 2. 26 
Wikise a eenda donc banknccketwel actnsnmiosunpeabend cabanas 1, 444, 683 677, 2.13 
icicle ds csicndn acai ctl lsehttihed acta aaiceiomnticeania aie tea meee 1, 507, 258 615, 372 2. 45 
WE Rihds anes Knticalndd int cnntiens tanden phnicnnemsmedleeaeenineaan 1, 603, 882 637, 199 | 2. 52 
Wein cn cnecdudsdwsadccucbinidl ice poiscsmnmeta aes 1, 417, 847 675, 687 | 2.10 


1 Current assets minus current liabilities. 


Source: Interstate Commerce Commission, Statistics of Railways in the United States, Statements 
M-100 and M-125. 


TABLE III.—Railway trafic, railway investment, and population trends, 1929-56 


| 





| | Population Traffic units per— 
| Revenue including Net invest- oe ee 
Year | traffic units Armed | ment after | 
| | Forces over- | depreciation | Capita Dollar of net 
seas | investment 
| ' 
| Millions Thousands Thousands 
Wins o+ncngensdbiitedeieinaaden | 509, 470 1 123, 188 $23, 868,075 | 4, 136 | 21. 345 
i Ss cnditbniscsdt acetic Sadeamanitiom aches kone 437, 079 123, 188 24,175, 911 | 3, 548 18. 079 
Wisi cowactstens cose nicest ees 420, 778 | 132,122 | 23, 168, 228 | 3, 185 | 18. 162 
GE = katcdeboshetannanmies kine 652, 098 | 151, 683 24, 591, 862 | 4, 299 | 26. 517 
Ee ee ee | 680, 666 | 165, 248 26, 851, 343 | 4,119 | 25. 349 
TE... .cccuskdiescekneasccpaegeese 2 705, 227 168, 091 | 327,001, 000 4, 196 | 26. 119 
| 


1 Population including Armed Forces overseas not available for 1929. 
2 Estimated on basis of Ist 11 months. 


3 Carriers’ Exhibit No. 27, p. 3, Emergency Board Proceedings No. 116, 


Source: Interstate Commerce Commission, Statistics of Railways in the United States, Transport Statis- 
tics in the United States; Statement M-220; Association of American Railroads, bureau of railway eco- 
nomics, Railroad Transportation; carriers’ exhibit No. 27, Emergency Board Proceedings No. 116; U.S. 


Department of Commerce, Statistical Abstract of the United States; Joint Economic Committee, Eco- 
nomic Indicators, March 1957. 
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TABLE IV.—Net income and depreciation charges, class I line-haul railways in 
the United States, 1921-56 


[In thousands} 


' 

Funds | Funds 
available available 
| from oper- | from oper- 
Year Net Deprecia- | ations for Net | Deprecia- | ations for 
income tion | improve- income tion improve- 
ment of | ment of 
| railroad | | | railroad 
} plants! plants ! 


Reee.....- $313, 563 55, 96 $469, 531 || 1939__._- $93,182 | $201, 852 $295, 034 
1922... 369, 573 59, 539, 381 eR atihaicwn 188, 851 205. 860 | 394, 711 
inn <i aman 554. 995 205, 760, 065 || 1941_ vibe 499, 765 233, 340 | 733, 105 
1924. ... 558. 466 | , 766, 530 942 — 901, 713 338, 181 239, 894 
atckeos 700, 831 223, 92£ 924, 756 || 1943. ieainir 873, 478 465, 525 339, 003 
1926__.. 809, 054 231, 497 | , 040, 551 g ald 667, 188 540, 461 , 207, 649 
Bee <..~ 672, 900 239, 912, 084 945 sweswes 450, 434 , 186, 844 , 637, 278 
a 786, 824 | 241, , 028, 543 |) 1046......---- 287. 139 365, 902 653, 041 
MR cian am 896, 807 156, 182 _ 5 478, 875 385, 763 | 864, 638 
Bi ucotnsa os 523, 907 | 767, 160 adie 698, 057 409, 310 | , 107, 367 
scan tain 134, 762 | 356, 373 || 18 438, 158 | 441. 658 | 879, 816 
1932... —139, 204 | 69, 907 95 783, 572 | 466, 589 . 250. 161 
1933___. —5, 863 | 194, 054 || 1¢ 693, 176 485, 160 , 178, 336 
1934.... —16, 887 | , 175, 500 || 1952- ee 825, 396 | 513, 059 , 338, 45: 
1935... 7, 539 | 94, 62! 202, 164 | ‘ 903, 227 | 534, 457 437, 684 


ae 164, 630 
er 98, 058 
Ee —123, 471 


358. 131 3 681, 690 547, 267 , 228, 957 
295, 093 || 195 927, 122 554, 597 , 481, 719 
78, 354 5 874, 000 569, 644 , 443, 644 








| 
| 








1 Includes funds available for replacements, and additions and betterments. 


Source: Interstate Commerce Commission, Statistics of Railways in the United States, Statements 
M-100 and M-125. 


TasL_e V.—Postwar investment in new plant and equipment related to employ- 
ment, all manufacturing and class I line-haul railways 


Manufacturing | Railways 


Employ- | Investment Employ- | Investment 
Investment ment per Investment ment per 
employee employee 





Millions | Thousands Millions | Thousands 
$3, 983 15, 302 $260 $552 1, 420 $389 
6, 790 14, 461 470 573 1, 359 422 
8, 703 15, 290 569 906 1, 352 670 
9, 134 15, 321 596 1,319 1, 327 994 
7, 149 14, 178 504 1, 350 1, 192 1, 133 
7, 491 14, 967 501 1, U1 1, 220 911 
10, 852 16, 082 675 1, 474 1, 276 1, 155 
11, 632 16, 334 712 | 1, 396 1, 226 1, 139 
11, 908 17, 238 691 1,311 1, 206 1, 087 
11, 038 15, 995 690 5 1, 064 803 
11, 439 16, 557 691 1, 058 872 
14, 934 16, 893 | 884 26 1, 043 1, 211 
13, 812 216, 921 225 39 395 
Total through Ist quar- | 
ter, 1957 | 118, 865 | 





15,811 | 7,518 210 | 11, 094 


1 Estimate. 
2 Preliminary estimate for Ist 2 months. 


Source of basic data: U.S. Department of Commerce, Survey of Current Business, April 1952, April 1954, 
March 1955, and December 1956; Interstate Commerce Commission, Statistics of Railways in the United 
States, 1945-53, Transport Statistics in the United States, 1954 and 1955, Statement M-300, 1956; Joint 
Economic Committee, Economic Indicators, March 1957. 
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TABLE VI.—Net income per dollar of gross revenues, leading corporations in the 
United States, 1956 


Industrial groups 


Public utilities 
Mining and quarrying 
Class I railroads 
Transportation 
Grand total, all industries 
Manufacturing 
Amusements, services, etc 
Trade 

Source: First National 


Economie Conditions,” 
1955 and 1956,” p. 41. 


City 


TABLE VII.—Railway net income 


dollar of 


Railway 
net income | 


Thousands 
$896, 807 
927, 122 

1 874, 000 


| Messen 


kis ocaikdliatisiasteeaiaeds 
cc cisceiee | 
' 


Bank 


York, Monthly 


Letter, 
April 1957, “Net hase of Leading Corporations for the Years 


Net income 
per dollar 
of gross 
revenues, cents 


.3 


“Business and 


per dollar of revenue and corporate profits per 


gross national product 


Railway 
| net income 
per dollar | 
of railway | 

| Operating 
revenue 


Railway 
operating 
revenue 


profits 
after 
taxes 


Thousands | 
$6, 279, 521 | 
10, 106, 330 | 
10, 550, 936 | 


Millions 
$0. 143 | 
. 092 
. O83 


Corporate | 


$8, 259 | 
21, 100 | 
21, 500 | 


Corperate 
prefits 
after tax 

per dellar 
of gress 
nati ~nal 
product 


} 
Gress | 
national | 
product 


Millions 
$104, 436 
390, 900 
412, 400 





! Preliminary estimate of Association of American Railroads. 


Source: 


Interstate Commerce Commission, 


Statistics of Pa 


Statement M-100; U.S. Department of Commerce, Survey of Current Business: 


Railroads. 


ilways in the United States, 1929, 1955; 1956 
Ass ciation of American 


TABLE VIII.—Railway wage costs per dollar of revenue, and compensation of all 
employees per dollar of gross national product 





Railway 
wage 
costs ! 


| 
| 
| 
| 


| Thousands | 
$2, 674, 086 
5, 035, 455 
5, 395, 028 


| 


Wage costs | Compensa- 
per dollar | tion of all 
of railway | employees 
operating { in national 
revenue income 


Railway 
operating 
revenue 


Millions 
$51, 085 
223, 200 
239, 100 


Thousands | 
$6, 279, 521 | 
10, 106, 330 | 
| 10, 550, 936 | 





1 Total wages chargeable to operations plus payroll taxes. 
Source: Interstate Commerce Commission, Statistics of Railways in the United States, 1929, 1955; 19°6 


Statement M-100; U.S. Department of Commerce, 


Railroads. 


Compensa- 
tion of all 
employ°es 
in national 
income per 
dollar of 
gross 
national 
product 


Gross 
national 
product | 


Millions 
$104, 436 
390, 900 | 
412, 400 | 


Survey of Current Business; Association of American 
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TABLE IX.—Trend of unit wage costs all class I line-haul railways, 1946-56 





Revenue | Wages ey | Revenue 


; [ Wages per 
Period Wage costs! traffic thousand Period |Wagecosts!|  traflic | thousand 
traffic units 








| 
| units | traffic units | units 
a 


| Thousands | Millions | Thousands | Miiions 


1946___. | $4,230, 114 721, 329 | $5.86 || 1952_........_| $5, 354, 901 | 682, 774 $7.84 
1947____ 4, 492, 927 746, 569 6.02 || 1953... Re | 5, 349, 563 | 669, 124 7.9 
1948____ 4, 802, 988 720, 275 6. 67 1054. ... | 4,897, 986 607, 831 8. 06 
1949____ 4, 445, 124 596, 689 7.45 1966.... 5, 035, 455 680, 666 | 7.40 
1950___. 4, 641, 098 652, 098 7.12 1956___. | §, 395,028 705, 227 | 7. 65 
1951... 5, 298, 125 715, 848 7 


- 40 | | 








1 Total wages chargeable to operations plus payroll taxes. 


Source of basic data: Interstate Commerce Commission, Statements M-300, M-100, and M-220, and 
Transport Economics; Association of American Railroads, Statistics of Railways of Class I, 1946-55. 


TasBLeE X.—Wage costs per dollar of operating revenues and expenses all class I 
line-haul railways, 1946-56 


Wages 


i ! —— 
Period Wage Operating | Operating 
cost! | revenues | expenses | Per dollar | Per dollar 
| of operating of operating 
revenues | expenses 


| Thousands | Thousands | Thousands | 


BI once ieennaawqnnsenhonasnewennbanegt Rn |e 2 arr | $0. 555 $0. 665 
Pe ee See ee ee 4, 492,927 | 8,684,918 | 6, 797, 265 .517 661 
USS oi ; 4,802,988 | 9,671,722 | 7,472,035 | . 497 643 
NS ak EIS: | 4,445,124 | 8,580,142 | 6,891,819 | 518 645 
sce ga eet _...----| 4,641,098 | 9,473,093 | 7,059, 276 | . 490 . 657 
Rh eee a 5, 298,125 | 10,390,611 | 8,041, 277 | .510 659 
"ae : 5,354,901 | 10,580,762 | 8,052,518 . 506 665 
ON soo, SS ee cic eu | 5,349,563 | 10, 664, 169 | 8, 135, 229 | . 502 . 658 
Ras 8 he ee eae 4,897,986 | 9,370,826 | 7,384,499 | . 523 . 663 
his a canto rant 5,035, 455 | 10,106,330 | 7,646, 418 . 498 . 659 
1956...__.- ei ces oaks the caeed | 5,395,028 | 10,550,936 | 8, 108, 273 . 511 . 665 


| | 
1 Total wages chargeable to operations plus payroll taxes. 


Source of basic data: Interstate Commerce Commission, Statements M-300, M-100, and M-220, and 
Transport Economics; Association of American Railroads, Statistics of Railways of Class I, 1946-55 





U.S. SENATE, 
COMMITTEE ON LABOR AND PUBLIC WELFARE, 
February 19, 1959. 
Hon. Epwarp N. GADSBY, 
Chairman, Securities and Exchange Commission, 
Washington, D.C. 

DEAR Mr. Gapssy: The subcommittee of the Senate Committee on Labor and 
Public Welfare has under consideration proposed changes to the Railroad Retire- 
ment Act and the Railroad Retirement Tax Act. In considering these proposals, 
the subcommittee would appreciate your furnishing no later than February 26 
information pertaining to the private pension plans in industries other than 


the railroad industry. Specifically, would you advise me with respect to the 
following: 
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What is the cost to the employer of employee private pension plans supple 
mental to social security monthly benefits in totals and terms of (a) percentage 
of gross payroll; (0) percentage of payroll used for pension crediting purposes ; 
(c) cost per employee? 

We would appreciate your furnishing these figures on the basis of (1) cost in 
1958 ; (2) long-range or level cost. 

For your information, I am making a similar request of the Bureau of Labor 
Statistics. 

Sincerely, 


WAYNE Morse, 
Chairman, Subcommittee on Railroad Retirement. 


SECURITIES AND EXCHANGE COMMISSION, 


Washington, D.C. February 24, 1959. 
Senator WAYNE MORSE, 


Chairman, Subcommittee on Railroad Retirement, 
Senate Committee on Labor and Public Welfare, 
New Senate Office Building, Washington, D.C. 


Dear SENATOR Morse: This is in reply to your letter of February 19 request- 
ing certain information on private pension plans in connection with probable 
changes to the Railroad Retirement Act. 

Mr. Natrella of the Commission’s staff has already submitted to the staff of 
the subcommittee, reports and releases published by this Commission showing 
aggregate data on employer and employee contributions to private pension 
funds for 1957 and earlier years. Data for 1958 are currently being received 
and processed and overall estimates will be available around the middle of 
April. 

I regret that it is not possible to compile information on the relation to payroll 
and cost per employee as requested under items (a), (b), and (c) of your 
letter. Information of this type is not submitted in the questionnaire forming 
the basis for our study. As you know, the interests of the Commission in pension 
funds has to do with the financial aspects, particularly in regard to investments 
and the impact on the securities markets. The data collected by this agency 
in the field relate to these aspects. 

We shall be very glad to help in any manner that we can in connection with 
this program. 

Sincerely yours, 


IDWARD N. GApssy, Chairman. 








980 AMENDING THE 


TABLE 5.—Receipts 


{Millions of dollars] 


RAILROAD RETIREMENT ACT 


OF 1937 


and expenditures of corporate pension funds by industry 





lIncome| 









































7 
| Net 
Em- | Em- | from | profit Bene- Total 
ployer | ployee |interest,| or loss |Other/Total] fits | Ex- dis- | Net 
Industry contri- | contri- | divi- | onsale} in- re- | paid | penses |burse-| re- 
bution | bution | de yy of j|come jceipts| out ment |ceipts 
| | } and assets 
| rent | | | 
1954 | | | | . 4 = 
oe. 
Manufacturing--...........-.- | 1,090 | 111 | RE ante omiclesasns eae 1, 443 1s4 190 | 1, am 
Electric, gas and water_._._--| 84 | 5 | 19 ce i 108 20 | 20 | 
Transportation. _......--- os 76 | 23 Piacente bce. 115 15 ae 16 | > 
Communication ieee ale 207 0 | ea a 267 45] (‘) 45 221 
I is -| 106 | 34 | mio eek of | 188 58 | 1 59 130 
Financial and real estate... __- 56 16 Oe Ties Os 92 29 (!) 29 | 62 
ae 27 2 Bibs La | 3 6; © | 6 28 
All industries_.....-...| 1,648 191 id eee ob ectien 2,248 | 357 8 | 365 1, 881 
1955 
| ——— = SS == i— = SS (eee eee =|- —== 
Manufacturing --| 1,196 127 | 277 | 58 | 9 {1,667 | 238 | 7| 245 | 1, 422 
Electric, gas and wé ater i 94 7 23 6/ (4) 130 | 25 (}) 25 104 
Transportation “al 90 28 | 19 | 1) @) | 139! 95 | 1! 2%! I 
Communication. .-.-- al 208 0 | 64) @) | @® 273 54 () | 54 220 
I tiieie din tatiatinde ss nneneihieil 123 37 52 15 | 2 230 67 y 7i | 18 
Financial and real estate 62 18 2) } () 102 33 1) 33 | 69 
| Ee 30 | 4 | 6 | 3} () 42 6 3 | 9 | 34 
All industries_.........| 1,803 222 463 84 | 12 |2,583 | 447 14 | 461 | 2,122 
1956 PP Ri Peas ON OE? he rn 
Manufacturing-_..........-... 1, 387 | 151 345 | 42 14 |1,939 297 | 4 | 306 | 1,633 
Electric, gas and water__._--- | 107 | 9 | 27 | 1 1| 145 30; 30 | 114 
Transportation___._......--.- 106 | 44 25 | 1} Q) 17: 29 | 1} 30] 145 
Communiecation__._....-.---- 225 | 0 | 73 —6 2] 2 59 (¢) | 59] 235 
a lala Be in caaisicemssbaile 133 | 40 | 55 | 9; () 238; 8&2 2; & 153 
Financial and real estate -- = 60 | 19 26 (!) () 105 34 (1) 34 71 
Other 34 | : 48 2; 12 37 
| _ pceapmaminens iebedanetS } | 
19 [2,945 | 554 | 13 | 557 | 2,389 
—— — = =| = ————_ | oo ——— = —- — 
1957 | 
Manufacturing. -.............. 1, 583 | 180 425 9 14 {2,210 368 8 376 | 1,834 
Electric, gas, and water-_-... 119 10 33 i 164 Me ctetens | 33 131 
Transportation............-.. 120 59 WO cee cate 211 33 1} 34] iW 
Communication--_............ | ee 85 a ee 304 OP Bc atiats ..| 65 239 
I a ce a ca 144 45 64 eh cba 256 81 2 83 172 
Financial and real estate - __.. 76 20 30 Rit ones 124 38 1 38 | 86 
ROR. .Giidbhinsceetenccnials 37 3 9 stor 53 We Satainscicntnts 10 43 
All industries_.........| 2,303 316 677 ll 15 |3,322 | 628 12 | 640 | 2,682 





Source: SEC. October 1958. 
i Less than $500,000. 
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Corporate pension funds—Employer contributions—Distribution by industry, 


1957 


[Millions of dollars] 








Current Past serv- 
| Total service ice contri- | Other! 
contribu- butions 
tions 
stienila ‘ i = ——| Pe -|— <aiapasn-dccoiiesalieail 

Manufacturing total___....-. Ca ee ae oP eee ee ee 1, 583 | 1, 151 291 141 
WG Re iis occ udink gee nae camnsacmnlamdle 82 54 16 12 
Chemical and allied products isaa pauinicnatanipaie 155 &3 16 56 
Petroleum and coal products........................... 155 129 22 4 
EE I as klik cracncdcdcucccsnesase 245 168 50 27 

Primary nonferrous metal.-_.....................- 58 40 18 (2) 
Fabricated metal products. .........-....----.- aati tale 63 | 45 9 8 
Machinery except electrical. _- sith sacl aecticsasatibaon adie 146 105 33 9 
Electrical machinery and equipment---_----..--.-.----]} 27 | 124 3 | ] 
Transportation equipment excluding motor vehicles 134 | 102 26 6 
ee a a eee, | 211 | 140 | 62 8 
CORD TINT OUIEE 9 65 od cecicenancssnanieetiscweesen | 207 | 161 | 36 10 
Electric, gas, and water_.......-- sniehaiel casa leaddemeceaiaai eee 119 | 91 25 | + 
Te OE CI nici nndieennicinishlamwig ie casein s eblgenenaalaaiaeaaell 120 57 | 3 60 

CNIS i Stic as ccna tice isn haan om eosin 223 | 223 | 3) i; @) 
ae a a nisi seebiesinmisibebieiomieinaeiaandl 144 135 4 | 6 
PriRsnae es TOO OU ii i in oc rrdiceeececninichdinemee 76 | 42 | 2 | 32 
PERNT: IRIE ONE © Se ooo eciicecdcccnccccmemnenuasen 37 | 23 | ll 4 
RE NE iis ek ee ha 2, 303 | 1, 722 | 336 | 245 





1 Includes profit sharing and unclassified contributions. 

2 Less than $500,000. 

3 Textile, paper, rubber, stone, clay and glass, tobacco, apparel, lumber, furniture, printing, leather, 
instruments, and miscellaneous. 

4 Extractive, construction, and service, 


Source: Securities and Exchange Commission, October 1958. 
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SURVEY OF CORPORATE PENSION FUNDS 


History 


Although the history of pension plans in this country is a fairly 
long one, dating back into the latter part of the 19th Century, as late 
as the middle 1930's less than 15 percent of employees had some form of 
retirement coverage. Today it is estimated that upwards of 90 percent 
of workers have old age protection either under public or private retire~ 
ment plans. The number covered by private pension plans is estimated 
at 125 million persons, or about one-quarter of all business employees. 


A few pension plans were in existence in the United: States more 
than fifty years ago. The earliest was that of the American Express 
Agency, which initiated a pension plan in 1875. Other well-known com 
panies with early pension plans were the Baltimore & Ohio Railroad, 
the Consolidated was Company of New York, and Standard Oil Company of 
New Jersey. By 1905, there were 12 railroad pension plans in the United 
States, covering 35 percent of railroad workers; by 1911, there were 11 
plans of public utility companies, ad also a number of plans of manu- 
facturing companies and banks. The largest pension fund in existence 
today, that of American Telephone and Telegraph Company and subsidiaries, 
was begun in 1913. 


Up through the 1920's, the railroad, utility, iron and steel and 
oil industries accounted for most of the pension plans in operation. 
However, there was some broadening out into other fields. In 1920 the 
Civil Service retirement system was established, and legislatim was 
first introduced in Congress in 192, regarding pension plans of Federal 
Reserve Bank employees. Interest in providing old age pensions by this 
time had spread to religious, educational, and other non-profit groups, 
as well. It was also during the 1920 decade that insurance companies 
actively began to sell group annuities. 


The chief impetus to pension fund growth, however, was the establish- 
ment of Old Age and Survivors Insurance in the middle thirties; at about 
that time railroad pensioners also came under the Railroad Retirement 
System of the Government. During this period a large increase occurred 
in the number of insured plans, supplementary to benefits under OASI. 
Since 1937, a remarkable growth has taken place in private pension plans, 
and there also has been a large expansion in the number of persons 
covered by Federal and state and local retirement plans. 


The growth in private pension plans in the last twenty years has 
been due to a number of factors, aside fram the development of social 
responsibility among employers and the general belief that increased 
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productivity results where employees are provided old age, sickness 
and unemployment benefits, The chief reasons or events which have brought 


about the spectacular growth in private retirement plans in recent years 
ares 


(a) Tax exemption connected with pension 
funds and the sharp increase in 
corporate income taxes after 150, 


(b) the ceiling on wages during World War II 
which led to the widespread granting of 
pension and other benefits as additional 
compensation, and 


the great growth in unions and their 
use, since 1949, of pension and welfare 
funds as an issue of collective 
bargaining. 


Public and Private Pension Funds Today 


The importance of pension plans in the United States, as measured 
by assets or reserves at the end of 1954, is indicated in Table 1.1/mhis 
table covers all public and private pension plans except certain tunds 
or religious, educational and non=profit organizations for which adequate 
total figures are not available. Some idea of the magnitude of the 
funds omitted is indicated in figures of two such organizations for which 
data are known: the Church2ension Conference Report (covering Protestant 
churches and otlier groups, such as the YWCA AND YMCA) reporting assets 
of such pension funds of $500 million at the end of 1954, and the 
Teachers Insurance and Annuity Association of Americareporting assets of 
over $400 millim at that date. Table 1 also excludes pension and wel- 
fare funds of unis operated on a nation=wide basis for which overall 
figures are not available, 


As can be seen from the table, the bulk of pension fund money is 
in Federal and state and local government retirement systems, which make 
up 65 percent of United States pensiam assets. The most important of 
the Government fumds is, of course, the OASI with assets of $20.6 bil- 
lion, or about one-third of total funds. State and local retirement 
plans make up 15 percent of the total, while the Civil Service and Rail- 
road Retirement systems account for 10 and 6 percent, respectively. 
Corporate funded plans of the self-administered type comprise 19 percent 
of total pension funds in the United States. Private plans administered 
by insurance companies account for 16 percent, so that all private pen= 
sion funds comprise 35 percent of total pension reserves in this country. 


1/ Table 1 and subsequent tables appear on pages 24 through 49. 
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The non=insured plans administered by corporations themselves are 
the subject of this report. Data on these plans were obtained through 
a special survey covering the years 1951-5 of companies filing reports 
with the Securities and Exchange Commission. Overall data for all 
United States corporations were estimated from the sample data and form 
the basis of the material discussed in the following pages. The methods 
used in deriving universe estimates are described on page 22 and 23. 


Before proceeding to the main part of the report on nom-insured 
plans, however, some information as derived from the Survey are presented 
on the types of pension plans of American industry today, It should be 
noted that in the following discussion, banks, railroads, and investment 
companies are omitted. 


According to the replies receivec from companies filing reports 
with the Commission, 39 percent had non-insured funded plans, 1/ These 
funds are sometimes referred to as "self-insured" plans, "trusteed" 
plans, or simply as "funded" plans. In must cases, funded plans are ad- 
ministered by a bank acting for a corporation as trustee, with the assets 
of each fund being separately invested. 2/ Twenty=nine percent of the 
ccmpanies had insured plans, that is, funds are placed with an insurance 
company for administration and investment. In this type of plan, the 
investments of the fund are commingled with all other investments of in- 
surance campanies. Six percent of the companies indicated that their 
plans were unfunded, or on a "payxas-you~go" basis, while 26 percent 
had no retirement plans, 


in the communications industry plans were generally funded, while 
in transportion (other than rail), almost 50 percent of the plans were 
funded, For manufacturing companies, approximately 0 percent had 
funded plans, although there was a wide variatia in the types of plans 
between larger and smaller manufacturing companies. Reports from elec= 
tric and gas companies showed that 37 percent had funded plans, while 
wholesale and retail trade companies had 29 percent. Among the largest 
manufacturing companies, 65 percent had funded plans, in contrast to 
13 percent for small companies. About two-thirds of small manufacturing 
companies had no pension plans, 


Insured plans were most popular among electric and gas companies, 
about half of the companies surveyed havine this type. Insured plans 
were also favored more than funded plans in the finance group. The 
percentage of unfunded plans was low for each industry, ranging fran 
4 percent in the finance group to 10 percent in the communications in- 
dustry. A high proportion of trade, finance, service, extractive and 


/ Even though many companies have more than one plan or fund, the 
number as used in this report actually refers to number of companies. 


2/ A recent development ‘is the pooling of funds by trustees to provide 
greater diversification. 


3 
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construction companies had no pension plans, and as indicated above, this 
also applied to smaller manufacturing companies, It appears that most of 
the companies with no plans, as well as those on a "pay-as-you-go" basis, 
are smaller firms. 
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The above observations are somewhat limited in significance in that 
the sample data for the most part covered the larger companies in the coun- 
try. These data point out that smaller-sized businesses have proportionately 
more plans of the insured type than do the larger companies. Also it ap- 
pears that there are proportioately more small businesses with no pension 
plans at all. 


This report is concerned mainly with the amount of money held in pri~ 
vate non=insured pension funds, the annual flow into these funds, and the 
types of assets in which the funds are being invested. As indicated above, 
the report covers all plans of United States corporations where funds are 
administered by corporations themselves, or through trustees, and includes 
funds administered jointly by corporations and unions, 


The purpose in gathering data on non-insured funds by the Securities 
and Exchange Commission was two-fold. First, considerable speculation had 
been made in recent years as to the effect on the stock market by pension 
fund common stock purchases. Secondly, reliable data were needed on the 
amount of savings flowing into pension funds. While several estimates had 
been made of the funds involved, no comprehensive statistics covering 
total assets, types of investments, receipts and disbursements, and stock 
transactions were available, 


Purpose of Survey 


aspects of pension funds have not been covered 
in this report, these being regarded as matters 
of interest to other agencies and groups. Nei- 
ther were abuses in handling of funds and other eer the 


mismanagement problems studied. CORPORATE PENSION FUNDS 
GROWTH IN ASSETS 


Growth in private non-insured pensim funds 


It should be noted that the social and labor | 


Although non<insured private funded plans 
account for somewhat less than one-fifth of all 
pension fund assets in the United States, their 
growth in recent years has been very rapid. The 
increase in these funds is pictured in Chart l. 
Amual estimates of the amount of assets held in 
self-insured pension funds are available since 
1920, and are shown in Table 2. At the end of 
1920, assets of these private plans amounted to 
approximately $50 million. During most of the 0 wuts 
Twenties, the rate of growth was moderate until 1920 25 30 
1929, when there was a fairly sharp rise as 


4 








EE 
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compared with the increases of earlier years. By the end of 1930, pension 
fund assets were ten times greater than in 1920, and totalled $550 million. 
In the Thirties, the growth in assets continued at a steady rate, and by 
1940 amounted to $1.1 billion, or double the 1930 figure. Beginning in 
the 1940 decade, the rate of growth was much greater, reflecting among 
other factors, higher corporate income taxes which reduced the net cost 

of contributions to pension funds. The growth in the 1940's was accelera- 
ted by the freeze on wages during the War, resulting in pension benefits 
being substituted for wage increases, and by the end of 1950, funds of 
self-insured corporate pensions exceeded $5 billion dollars, The growth 
in that year alone amounted to $900 million, the largest annual increase 
in any period up to that time, 


Since 1950, an even greater expansion in these funds has occurred, 
the recent growth has been influenced by a legal decision in 1949 giving 
unions the right to include pension catributions as a factor in collec- 
tive bargaining. In 1951 alone, assets of private pension funds expanded 
by 25 percent, and the flow of money into these funds continued large in 
1952, 1953, and 195. 


Although the amounts added to pension fun. assets have grown steadily, 
some slowing down in the rate of growth has taken place particularly in 
1954. The percentage increase in assets during recent years are as follows: 
1952, 21.8 percent; 1953, 21.5 percents; and 1954, 18.4 percent. 





Total assets 1951-1954 


Universe data on assets of all non-insured pension funds for the 
years 1951-1954 inclusive, resulting fram the survey, are presented in 
Table 3. Total assets 1/ of these funds rose 75 percent fram the $6.8 
billion held at the end of 1951 to $11.8 billion at the close of 195k. 
The largest growth occurred in 195 when pension fund assets increased by 
more than $1.8 billion, somewhat higher than in 1953 and comparing with 
increases of $1.5 billion in 1952 and $1.3 billion in 1951. A substan- 
tial growth was also shown in the number of pension funds. The sample 
data indicate that during the three years 1951 to 195 the number of 
corporations having non-insured pension funds increased about one-third, 


Industry trends 1951-195 


A distribution of pension fund assets according to industry of em= 
ployer is given in Table 5, The distribution shows that the largest 








V/ Book value. 
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amount of non-insured funds are in the manufacturing industry. This is 
not surprising in view of the large number of employees in this field 
together with the fact that unions have obtained substantial retirement 
benefits in recent years. Of the $11.8 billion 1/ assets of self- 
insured funds at the end of 1954, $7.0 billion, or 59 percent, represent 
funds of manufacturing companies. Next of importance are funds of com 
munication companies with assets of $2.1 billion, or 18 percent of the 
funds of all corporations, The retail and wholesale trade group, with 
pension fund assets estimated at $1.0 billion, account for 9 percent of 
total corporate pension funds, A substantial part of this group is 
comprised of the assets of one fund, The Savings and Profit Sharing 
Pension Fund of Sears, Roebuck & Company Employees. It should be noted 
that in the trade industry, which is the second largest employer group 
in the United States, a large number of businesses are unincorporated 
and therefore fall outside the scope of this survey. It is likely, fur- 
thermore, that where small retail firms have pension plans, the preference 
would be for the insured t ype, 
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Among other corparate groups, financial and real estate companies 
have pension funds of $600 million, or 5 percent of the total. Electric 
and gas companies have slightly less than $600 million of assets, also 
accountir ng for close to 5 percent of the total. Transportation firms, 
including railroad plars other than those under the Railroad Retirement 
Act, are estimated to have $400 million of pension fund assets (3 percent 
of all funds) while extractive, c-nstruction and service companies make 
ip the dalance of $200 million (slightly more than 1 percent of all funds). 


Within the manufacturing industry, iron and steel corporations and 
petroleum and coal companies have the largest funds; at the end of 195) 
each of these groups exceeded $1.0 billion. Other large funds in the 
manufacturing field include $900 million for electrical :nachinery and 
equipment companies, $800 million for transportation equipment firms, 
and $600 million for manufacturers of food and beverages. 


Funds of manufacturing companies as a whole increased from $3.6 bil- 
lion in 1951 to $7.0 billion in 1954, a total growth of $3.4 billion. 
These funds, thus accounted for about two-thirds of the increase in all 
funded plans during the period 1951-195 inclusive. However, the sharp- 
est growth in pension fund assets was in the transportation equipment 
manufacturing industries where pension fund assets more than tripled 
during the years 1951~1954. For the iron and steel industry, a consider- 
able growth took place between 1951 and 1954, with a doubling in assets. 
For the petroleum industry, the growth during this period was about 50 
percent. Among non-manufacturing companies, the growth in fund assets 





1/ Book value. If assets were valued at market the manufacturing and 

7 trade industries would represent an even greater proportion of total 
pension fund assets, due to larger holdings of common stock in these 
industries. 
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has been at a somewhat slower rate during recent ent. & 
years, because many funds, particukarly some of ihe Th Jace das, 
the larger ones, were established earlier and INDUSTRY OF EMPLOYER 
have since levelled off. The A.T.&T. fund, for (rune assers 
instance, was established in 1513, while the epee ie 


Sears Roebuck plan has been in e..istence since 
1916. The growth among various industries is 
snown in Chart 2, 


As noted earlier, this report and the in- 
dustry totals presented in the tables do not 
cover funds which are operated by unions such as 
the United Mine Workers Welfare and Retirement 
Fund for the bituminous coal industry or the 
International Ladies Garment Workers Union funds, | o 
Balance in the UMW fund at the end of June 195) 1951 52 53 54 
amounted to $93.6 million. 





Distribution of assets 


The bulk of pension fund assets at the end of 1954 for all industry 
groups was invested in securities issues, including corporate bonds and 
stocks and United States Government obligations. For all industries, 9h 
percent of assets were in securities issues, and for each main industry 
group, except trade, securities comprised over 90 percent of total assets. 


While the types of securities preferred by pension fund trustees has 
changed since 1951, the proportion of total assets invested in securities 
as opposed to other assets has remained about the same, as can be seen in 

Chart 3. In this sectionthe types of securi- 
CHART 3 ties owned by pension funds are described and 
A ENSION in another section "Impact on the Securities 
Markets", a comparison of their purchases with 
SSrateT i SS ee other investors is made. 


Information requested by the Securities 
and Exchange Commission did not include a listing 
of the securities in pension fund portfolios, and 
therefore the quality of securities investments 
could not be evaluated. However, the New York 
State Banking Department in its survey of self- 
insured pension funds held by state and national 
banks 1/ in New York presents data on this subject. 
Securities held by these pension funds as of 
September 30, 1954, the date of the New York 
Survey, were graded for credit quality. The 





OS- aeee 


1/ ‘Pension and Other Employee Welfare Plans‘, Preliminary Report by George A. 
Mooney, Superintendent of Banks, State of New York, 1955, pages XI and XII. 


‘ 
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results indicated that 99.2% of the securities, including bonds and stocks, 
were of investment grade, that is, “of a quality satisfactory for invest~ 
ment by banking institutions under standards regarded as conservative by 
the Banking Department." A very small percentage of the holdings (0.2%) 
were not graded because of lack of information. Only about one-half of 

one percent of the total were rated as "substandard," and the report states 
that most of these actually were but a single rating below investment grade, 
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Of the assets other than securities held by pension funds in the 
Securities and Exchange Commission survey at the end of 1954, $291 million 
was cash and bank deposits, and $458 million were other assets for which 
a classification was not called for in the questionnaire form, but which 


are believed to include a fairly large amount of mortgages and real estate 
investments. 1/ 


Table 3 contains the percentage distribution of pension fund assets 
for the years 1951 through 1954, for the universe data, while a similar 
distribution of the sample data, according to size of fund, is given in 
Table 4. The distribution of assets, by industry, for the four-year peri od 
is shown in Table 5, while Table 6 gives a breakdown of assets by industry 
at theend of 1954. Complete details on the assets of all funds, classi- 
fied by industry, are given in Appendix Table l. 


Investment in Securities 
Corporate Bonds 


The most important outlet for pension fund investments, during the 
entire four-year period of the survey, has been corporate bond issues. At 
the end of 1954, pension. funds, as a whole, held $6.3 billion of corporate 
bonds, or 53 percent of total assets. This was double the amount owned 
in 1951, and resulted from net new investments of $1.0 billion in each of 
the years 1952 and 1953 and $1.1 billion in 1954. In 1951, the percentage 
of total assets in corporate bonds was 46 percent. 


Investment preferences vary quite widely as between industry groups, 
For instance, the highest percentage of corporate bond holdings at the end 
of 1954 was 87 percent for the communications industry, and on the other 
hand, in the trade group as little as 19 percent of assets were invested 
in such issues, The figures for this latter industry are influenced by 
the Sears fund with practically no corporate bond holdings, whereas in the 








1/ The new questionnaire covering 1955 data requests a separation of 
mortgage holdings. 
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communication industry funds are almost exclusively invested in corporate 
bondse Among the other principal industries, the aggregate percentages 
invested in corporate bonds at the end of 195, were electric and gas com 
panies, 53 percent; finance companies, 51 percent; manufacturing, 49 per= 
cent; and transportatio, 46 percent. 


The trend toward heavier investments in corporate bonds occurred in 
practically every industry group. However, in the electric and gas indus- 
try, the percentage of assets was practically the same in 1951 and 195, 
although an increase in corporate bonds from $200 million to $300 million 
took place. In all other pr’ncipal industries a proportimately greater 


amount of assets was invested in corporate bonds in 195) as compared with 
1951. 


The available data indicate that corporate bonds are not as popular 
investments among funds of smaller companies as they are among larger 
firms, nor are they as popular among small-sized funds. For example, 
funds of manufacturing companies with assets under $5,000,000 invested in 
corporate bonds to the extent of 16 percent, while in the next size group, 
that of comp.nies between $5,000,000 and $100,000,000, the percentage was 
u5 percent, and in the largest-size group, 51 percent. Table 4 demonstrates 
that a progressively larger percentage of assets was invested in corporate 
bonds as size of fund increased. 


Examination o. the sample data shows that so far as corporate bond 
investments are c.ncerned, 12 percent of all funds owned no corparate bonds, 
15 percent had up to one~quarter of their assets in this type of security, 
and 36 percent had between 25 and 50 percent of their funds so invested, 
Another 33 percent had between 50 and 75 percent, and 5 percent of the 
funds had higher percentages. A comparison of the frequency of corporate 
bonds investments as between the principal industry groups is given in 
the following table: 


Investment in Corporate Bonds, Selected Industries 
ST ee ae ef ite 


Percent Percent of Total Number of Funds 


of Total Electric 
Assets ALL and 
Industries Mfge Trade Gas 
0 12 l 28 6 
1-25 15 ly 2h 8 
25=50 36 36 37 39 
50-75 32 35 9 37 
Over 75 a 4 2 10 


— — — 


Total 100 100 100 100 
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U. S. Government Bonds 


In cmtrast to the growth inc orporate bond investments, holdings of 
U. S. Government bonds by pension funds showed little change between the 
end of 1951 and the end of 1954. Ownership of Government issues at the 
close of 1951 was estimated at $2.1 billion, and approximatdy the same 
amount was indicated for the end of 1954, In relationship to total assets, 
Government securities made up 31 percent of all pension fund investments 
in 1951; by 1954 this ratio had dropped to 18 percent. 


That holdings of U. S. Government issues remained at a fairly constant 
level in each industry sroup can be seen in Appendix Table 1. As measured 
by the aggregate data, the percentage of total assets invested in Govern- 
ment securities by various industry groups was within a comparatively nar- 
row range, as compared with their corporate bond investments. The highest 
proportion was for the finance and manufacturing groups, with slightly 
over 20 percent so invested, and the lowest ratio was in the communications 


Among smaller-sized companies a higher percentage of assets was held 
in Government issues. It also appears from aata given in Table 4 that 
funds of smaller size have a somewhat higher proportion of assets in Govern- 
ment securities than do larger-sized funds. 


Similar to the distribution for corporate bonds, the following table 
presents data on the frequency of investments in U. S. Government securities: 


Investments in U. S. Government Obligations 


(Sample Data) 


Percent of Total Number of Funds, Selected Industries 


Percent Electric 
of Total All and 
Assets Industries Mfg. Trade Gas 
0 6 6 7 10 
1-25 61 62 35 72 
25-50 21 21 26 17 
50=75 6 5 19 1 
Over 75 6 6 13 0 
Total 100 100 100 100 


Preferred stock 


A moderate amount of preferred stock is held by pension funds and these 
investments have remained fairly constant over the period surveyed. At the 


10 
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end of 1954 the amount totalled $50 million, comprising 3.8 percent of 
total assets. This compares with a ratio of 4.0 percent in 1951 and hold= 
ings of $270 million, 


Common Stock of Own and Other Companies 


Since the sharp rise in the stock market in 195, much interest has 
been shown in the amount of common stock owned by pension funds, the per~ 
centage of income invested in cammon stock, and their market transactions. 
The latter data are discussed in the section "Impact on the Securities Mar- 
ket" where net purchases of these funds are compared with other institu- 
tional and individual investors. At the end of 1954, the book value of all 
common stock held by all pension funds amounted to $2.2 billion, or 18 
percent of total assets. The holdings included $300 million of ow com 
pany stock and $1.9 billion cammon stock of other companies. 


The data given in Table 3 show the sharp growth since 1951 that has 
occurred in the amount of common stock owned and in the proportion of total 
assets invested in common stock, In 1951, common stock owned amounted to 
less than $800 million and made up about 11 percent of assets. The increase 
in holdings was $00 million in both 1952 and 1953, and in 1954 the rise 
was more than $600 milli. Altogether between 1951 and 195 common stock 

oldings increased $1.4 billion, and at the close of 1954 were almost three 
times the amount held in 1951. 


Data on common stock ownership by pension funds in various industries 
are given in Table 6 and in Appendix Table 1. Including investments in own 
company stock and stock in other companies, it is seen that at the end of 
1954, funds in the manufacturing industry had the largest holdings, particu- 
larly the iron and steel and the transportation equipment groups, Funds in 
the trade group also had a substantial amount of common stock, largely 
traceable to holdings of the Sears Roebuck fund. 


Although for this survey the S. E. C. collected no data on individual 
securities held in pension funds, information on individual stock holdings 
is given in the New York State Banking Department report VY for funds covered 
in that survey. The report presents a list of 206 common stocks and 56 
preferred stocks in which trustees had investments aggregating one million 
dollars or more. 


Common stock of other companies 
Comparative data, classified by industry, of common stock holdings in 


other companies at the emi of 195 is given in Table 6. Aside fram the 
communications industry, where comma stock holdings were very small, there 


was not much variation by industry in the fe bcectge of total assets in- 
vested in common stock, so far as indica by aggregate figures. However, 


V/ ‘Pension and Other Employee Welfare Plans‘, Preliminary Report by 
George A. Mooney, Superintendent of Banks, State of New York, 1955, 
Tables 4 and 5. 
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more information is available on this aspect of investment from the table 
presented below. This distribution for selected industries is based m 
sample data. It s.ows that for all funds sampled, 17 percent owned no 
common stock, 53 percent had up to 25 percent of their assets in common 
stock,28 percent had between 25 and 50 percent, and 2 percent had more 
than 50 percent of their funds in these securities. In the trade group 
almost one-third had no common stock investments. 
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Investment in Common Stock 
Other than Own Company, Selected Indu tries 


(Sample Data) 


Percent of Total Number of Funds 
Percent of Electric 


Total All and 
Assets Industries Mfg. Trade Gas 
0 17 14 31 13 
1=25 53 55 37 57 
25-50 28 29 26 25 
50-75 1 1 4 1 
Over 75 ae a. ie isl 

Total 100 100 100 100 


Another classification oi the assets by size of fund for companies in the 
sample (Table 4) indicated that there was not much variation by size in 
percentage of total assets invested in common stock except for very small 
funds and for the largest funds. While for the largest size group, funds 
with assets over $100 million, the table indicates only 1] percent of assets 
invested in common stock, the elimination of one large fund changes tiis 
average to 18 percent. 


There is a fairly high concentration of ownership of common stock by 
large pension funds. Of the companies sampled, for instance, 5 percent 
of total common stock (of other companies) was owned by funds over $100 mil~ 
lion in size. More information on the concentration of ownerehip of common 
stock and other assets is given in the next sectim,. 


Common stock of employer company 


The S.E.C. questionnaire form called for a separation of assets in- 
vested in own common stock, but information on amounts invested in other 
assets of the employer company was not requested, although it has been 
indicated in some recent surveys Y that fairly large amounts of employer 
company bonds, real estate and promissory notes are held by pension funds. 





l/ See New York Banking Department report and also report of the Committee 
on Labor and Public Welfare, 83rd Congress. 
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At the end of 1954, investments in own company stock amounted to 
$321 million (book value), representing 2.7 percent of total assets of 
all funds. Of this amount $271 million, or about 85 percent, was held 
by trade companies, almost all of which was accounted for by the holdings 
of the Savings and Profit Sharing Pension Fund of Sears, Roebuck & Co. 
employees, If the Sears fund is excluded, then the percentage of total 
assets invested in own company stock drops to one-half of one percent. 


Of the 695 trusteed plans included in the sample data, 119 funds 
(or 17 percent) indicated some investments in own company stock. However, 
there is a high concentration of ownership of such stock as shown in 
Chart 4, which is based on these 119 funds. The ranking of the funds 
by book value of holdings showed that Sears alone accounted for approximately 
85 percent of total own company stock holdings, and 13 funds, or ll per~ 


cent of the total number (including Sears), accounted for 95 percent of 
total holdings. 


CHART 4 
CORPORATE PENSION FUNDS 


CONCENTRATION OF COMMON STOCK OWNERSHIP IN 1954 
STOCK OF OWK CO. STOCK OF OTHER COS. 
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Another view of the extent to which pension funds are invested in 
own company stock can be seen in a distributim of the 695 funds according 
to the percentage of total assets so invested by each fund. This distri- 
bution shows the following: 


Percent of Total Assets invested 


Percent of Total Plans in Sample in Own Company Common Stock 
0 83 
Less than 25 15 
25 to 49.9 1 
50 tp 74.9 : 1 
75 and over None 


Total 100 


37456 O—59—— 20 
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Concentration of Ownership of Assets 


A relatively small number of pension funds accounted for a sizeable 
part of the assets and securities held by all pension funds. Assets of 
the five largest funds at the end of 195) made up 3 percent of all corporate 
pension funds and assets of the ten largest funds made up 2 percent of 
the total. Similar concentration was shown from a distribution of the 
sample data given in Table 7. Funds over $100 milli in size comprised 
less than two percent of the number of funds, but accounted for almost 
60 percent of the assets of all funds. At the other end of the scale, 
it is observed that funds under one million dollars in size made up close 
to 4O percent of the number of funds but owned approximately one percent 
of total assets. 


In the case of corporate bond holdings less than two percent of the 
funds held 65 percent of the total, and 17 percent of the number held 90 
percent of the total. In contrast, lO percent of the funds of less than 
one million dollars in size owned less than one percent of total corporate 
bond investments, 


For U. S. Government issues, there was slightly less concentratim 
of ownership, two percent of the funds having 53 percent of thet otal, 
and 17 percent of the number owning 83 percent. The smaller-sized funds, 
held two percent of the total amount of Government bonds, 


Compared with bonds there was not as much concentration of ownership 
of common stock, although it was still fairly high as can be seen in 
Chart 4. This statement refers to common stock of other companies, and 
does not include own company stock where there is a very high degree of 
concentration. In addition to the data given in Table 7, the amounts of 
common stock investments were ranked by size for each fund. For cammm 
stock investments in other companies, this ranking showed that two per= 
cent of the funds owned almost half of the total common stock held by 
all funds, while 20 percent of the funds held around 85 percent. 


The charts on page 13 show the c:ncentration of ownership of commm stock 
of other companies and of own company. In these charts the degree of depart~ 
ure of the curve from the straight line (the line of equal distribution) 
indicates the extent of concentratim. The data from wnich the curves 

were constructed were based on the holdings by companies covered in the 
sample data which at the end of 1954 owned $1.) billion cammon stock of 

other companies and $300 million of own company stock, This is estimated 

to be about three-fourths of the common stock held by all funds. 











Receipts and Expenditures 


The net receipts of pension funds, of course, closely approximate 
the increase in total assets each year. Some minor differences sham 
in the overall data, and in the incustry groupings, result mainly from 
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gains or losses from the sale of assets, or from write-ups or write-downs in 
securities valued on a market basis. Relatively few funds value assets 

on a market basis so that the discrepancy between change in assets and net 
income even in a year of sharply rising stock prices such as 1954, is not 
very important. For this reason, a discussion of the net inflow into pen- 
sion funds seems unnecessary, not only for all funds, but also forthe 
various industry groups. It would be repetitious, for the most part, of 
the discussion of growth in assets given on pages } and 5 . This sec» 
tion, therefore, is concerned with the composition of total receipts and 
disbursements, the relationship between various income and disbursement 
items, and variation between industries and sizes of funds. Data om re- 
ceipts and expenditures for all funds for the years 1951-195 and by in- 
dustries for the year 1954 are given in Tables 8 and 9. In Tables 10 and 
11, data on employer contributions and benefit payments, classified by 
industry are presented for the years 1951-195, inclusive. 


Composition of receipts and disbursements 


Total receipts of corporate pension funds including contributions 
from employers and employees and income from interest and dividends amounted 
to $1.6 billion in 1951, $1.7 billion in 1952, $2.1 billion in 1953, and 
$2.2 billion in 1954. The rise in total receipts is pictured in Chart 5. 


CHART 5 


CORPORATE PENSION FUNDS 


RECEIPTS AND EXPENSES | COMPOSITION OF RECEIPTS 
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The main part of pension fund receipts consists of contributions 
by employers. In 195k, this source of incane comprised 73 percent 
of total receipts. Employee contributions made up 9 percent of the 
1954 receipts while the remaining 18 percent came from interest and 
dividends on investments. In 1951, the first year covered by this 
survey, 80 percent of total receipts consisted of employers contri~ 
butions, 8 percent employee contributions, and 12 percent interest and 
dividend income. The increasing importance of investment income as a 
source of funds results fram the tremendous growth of receipts in ex- 
cess of disbursements and the investment of funds in higher-yielding 
securities, i. e€., common stock issues. Reference is made here to 
the investment practices of pension funds, discussed on pages 8 through 
13 , and to information on the flow of funds into common stock in the 
next section. 


Employee contributions 


The sample data indicated that less than one-third of the plans 
were contributory, and of these the contributions were relatively minor 
as compared with those of employers. For instance, it was indicated 
that in more than half of the contributory plans, employee contributions 
made up less than 25 percent of total contributions; in about 0 percent 
their contributions ranged fram 25 to 50 percent of the total. In less 
than 10 percent of the contributory plans were employee contributions 
more than 50 percent of total contributims. The proportim of contri- 
butory plans was about the same in the manufacturing and non-manufactur- 
ing groups. Within these broad groups a higher proportion of contribu- 
tory plans was found in the following industries: paper, petroleum and 
coal products, stone, clay and class, electrical machinery and trans- 
portation (other than rail). 


Disbursements 


Benefits paid to pensioners amounted to $221 million in 1951, 
$263 million in 1952, $313 million in 1953, and $363 million in 1954. Thus, 
benefits paid in 1954 were 6 percent more than in 1951. Expenses for 
administering the funds are nominal, and in the highest year, 1953, amounted 
to $12 million. It should be noted, however, that expenses often are 
borne by the company itself, and therefore the amounts given in Table 8 are 
an understatement of actual expenses entailed. 


The same table shows that total disbursements of all funds, including 
benefit payments and reported expenses, amounted to $371 million in 195l, 
which was 17 percent of total receipts during that year. Table 9 indi- 
cates that disbursements for the manufacturing group were much lower in 
relation to receipts than in industries where pension plans have a longer 
history, and therefore have relatively larger numbers of pensioners 
presently on their rolls. 


16 











AMENDING THE RAILROAD RETIREMENT ACT OF 1937 303 


The data show that in each year 1951 through 195 the amounts paid 
out in benefits were about equal to income received from investments, 
largely reflectin; the early stage of development of pension funds. In 
1954, interest and dividend receipts exceeded benefit payments by 10 per- 
cent. In some industry groups, namely, manufacturing and communication, this 
relationship was even more pronounced, It was also more pronounced for 
larger funds than smaller ones, as measured by sample data. This is to 
be expected in view of larger amounts of high-yielding securities held by 
large funds in comparison with smaller ones. 


Impact on the Securities Market 


Corporate pension funds have supplied an important part of capital 
requirements of United States corporations during recent years. The ef- 
fect of their purchases and holdings must be considered in any analysis 
of the bond market or stock market. One of the undertakings of the Can- 
mittee on Banking and Currency in its survey of the stock market early in 
1955 was to assemble figures on purchases of equity issues by institutioal 
investors, including pension funds. 1/ The Securities and Exchange Commis- 
sion and others were asked to furnish the Committee with estimates of 
institutional investments during the period of 1951 through 1954 and these 
data were used in the staff report. At that time the S.E.C. study of 
pension funds was in its initial stages and the interest of the Committee 
gave impetus to the survey. Although sufficient questionnaires regarding 
pension funds were not received in time to prepare the estimates given 
in this report, 2/ enough information became available to make fairly 
good estimates for the Committee. Great reliance was placed in the compre- 
hensive survey of pension funds conducted by Fortune Magazine. 3/ Differ- 
ences in the holdings and net purchases of preferred and cammon stock ap- 
pearing in the Fulbright report and in Tables 12 and 13 are chiefly due 
to the use of later figures derived from the complete survey of corporate 
pension funds. In the case of other institutional groups, differences are 
due to later, or final, 1954 figures becoming available. Differences are 
minor, however, and not of enough importance to invalidate any conclusion 
drawn from the earlier estimates. In Tables 12 and 13, it will be néed, 
holdings and purchases of personal trust funds and non-profit institutios 
are included with individual investors, Such a classification is used 








Y See ‘Factors Affecting the Stock Market‘, Staff Report to the Committee 
on Banking and Currency, U.S. Senate, April 30, 1955, Chapter V. 


2/ Preliminary figures were given in Statistical Series Release No. 1335. 


3/ Fortune Magazine, March 1953. 
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because, first of all, no comprehensive figures are available and, secamdly, 
the Securities and Exchange Commission includes these groups with indivi- 
duals in its estimate of saving in the United States. (See Table 15). 


Relationship to Corporate Securities Held by All Investors 


At the end of 1954 it is estimated that the market value of all corpo. 
rate securities outstanding in the United States exceeded $350 billion. 
More than three quarters of this amount, or $270 billion, was held by 
individuals, including holdings of personal trust funds and non-profit 
organizations. 1/ Foreigners held another $5% billion. Institutional 
investors in the United States owned the balance of approximately $75 bil-~ 
lion. As is well known, there is considerable difference in the types of 
securities which are held by various investors; in the case of stocks, over 
90 percent was owned by individuals, (including personal trust funds, etc.) 
at theemi of 1954, while almost two-thirds of the debt issues outstanding 
were held by institutimal investors. Among the institutional investors 
most important were life insurance companies with investments of about 
$39 billion, including more than $35 billion of debt issues and a little 
over $3 billion of stock. The next most amportant institutional croup 
are the self-insured corporate Sion funds with corporate security in- 
vestments at the close of 195] a at $10 billion, and consisting of 
more than $6 billion of corporate bonds and notes, over $3 billion of 
common stock and $500 million of preferred stock. These figures relate 
to estimated market value, as indicated in footnote me of Table 12. 


Purchases as Related to New Corporate Issues 


While corporate pension fund holdings may seem inconsequential 
relative to the total amount of securities outstanding, (less than 3 per- 
cent of the total) their fast growth and the substantial part of new 
securities absorbed by them in recent years is a matter of interest to 
most persons studying the capital market. During the four years 1951-5, 
$5.8 billion of corporate bonds and stocks was added to pension fund 
portfolios. Their purchases as related to new issues sold by corpora 
tions, during these years, was 20 percent. During the same period, life 
insurance companies, which hold about 10 percent of all corporate securi- 
ties outstanding, added to their investments about twice as great an 
amount, or $11.4 billion. These figures relate to total securities and 
are of more significance when broken down between stocks and bonds, as 
indicated in Table 12 and discussed in the following paragraphs. 








1/ It is estimated that these funds held approximately 
$44 billion of common stock and preferred stock. 
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Bond Market 


Net additions to corporate bonds 1/ outstanding during the four years 
1951-195, amounted to about $18 billion (see Table 13). For the period 
as a wnole, life insurance companies were the most important purchasers, 
adding $10.7 billion to their bond portfolios or as related to net issues, 
a ratio of 60 percent. However, net purchases of bonds by this group 
showed a considerable decline in 195, amounting to $2.1 billion, as com 
pared with $2.7 billion, $3.0 billion and $2.9 billion in each of the 
three preceding years. The 195) decline reflected not only a lower volume 
of net bond flotations but also a greater interest in mortgage investments 
where higher yields were obtainable. Corporate bond investments by pen- 
sion funds, on the other hand, have displayed a slight growth, fran $700 
million in 1951 to $1.0 billion in each of the years 1952 and 1953, and 
in 1954 amounted to $1.1 billion. The ratio of their net purchases to 
net bond issues coming on the market was 30 percent in 195), compared 
with L7 percent in 1951. Purchases by other institutional groups and 
individuals have been of less importance. 


Stock Market 
Preferred Stock 


Table 13 also shows that although purchases of preferred stock by 
pension funds are not very large, they are rather significant in relation 
to the total and have been maintained at a fairly steady rate in each of 
the years covered by the survey. In the year of largest purchases, 1953, 
they amounted to $66 million, and in 1954, were $55 million. During the 
years 1953 and 1954, life insurance companies were the most important 
buyers of preferred stock, their purchases amounting to approximately 
$135 million each year and in relation to new preferred stock offerings, 
were about two-fifths of the total. 


Common Stock 


Greatest interest, in licht of the sharp rise in the stock market in 
1954, has centered in the amount of common stock purchases by corporate 
pension funds and other institutimal groups. Durine 1954, corporate 
pension funds purchased, on balance, $588 million worth of common stock, 
both own company and other companies. This compares with $28 millim 
the preceding year, $382 million in 1952 and $310 million in 1951. The 
available evidence indicates much smaller net purchases for the years 
prior to 1951. Sales of common stock by pension funds have gererally 
been small although there was an increase in 195). 


Purchases and sales of common stock other than own company stock 
for the years 1951 through 195 for all industry groups are shown below: 








V/s Including quasi-government bonds for which separate 
data on holdings are not available. 
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(Millions of dollars) 


1951 1952 1953 1954 


Purchases of common stock 288 371 U6 685 
Sales of common stock 25 31 53 126 
Net purchases 263 340 393 559 


Aside from individuals, pension funds were the largest group of 
common stock buyers in 1954. The next highest amount of common stock 
purchases was by investment campanies. A comparison of purchases by 
corporate pension funds during the four~year period with purchases by 
other institutional groups and individuals can be made from the data 
in Table 13. This table indicates that net new common stock issues 
varied in amount from $2.2 billion in 1951.to $2.6 billion in 1952, 
$2.0 billion in 1953 and $2.2 billion in 1954. Despite variations in 
the supply of new issues, however, pension fund investments in common 
stock mounted each year. For other institutions, as a whole, there was 
variation in their purchases with the supply, although their purchases 
were considerably larger in the years 1952, 1953 and 1954 than in 1951. 
In contrast to the growing investment of institutions in the stock mar= 

ket, total amounts purch7sed by individuals have dropped sharply during 
this period, from over $1.3 billion in each of the years 1951 and 1952 
to $600 million in 1954. According to the recent report of the New York 
Stock Exchange 1/, the number of individual shareowners has increased 
sharply in recent years. The difference in trend possibly can be ex- 
plained in the great growth in new investors through thrift and other 
stock purchase plans, mutual funds, and monthly periodic plans where 

the holdings are usually rather small, 





The breakdown of 1954 cammon stock transactions of pension funds 
according to detailed industry is given in Table 1, and in Appendix 
Table 2 transactions for each of the years 1951 through 1954 according to 
main industry groups are presented, — 


Income Invested in Common Stock 


For all pension funds other than those of communication companies, 
which have little common stock holdings or market transactions, the ratio 
of common stock investments to net income in 195) was 35 percent, based 
on aggregate data. This was considerably higher than the similar ratios 
in preceding years which were: 1951, 22 percent; 1952, 26 percent and 
1953, 25 percent. A comparism of the same ratios for various industry 
groups shows that in each one a substantial rise occurred in the percentage 
of income invested in stocks. The highest rat'os in 1954 were for the 








1/ See ‘Who Owns American Business‘, 1956 Census of Shareowners, 
New York Stock Exchange. 
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funds of electric and gas companies and transportation firms, each ex 
ceeding 4O percent. Among the other principal industries, the ratio of 
income invested in common stock were not much different than the 35 
percent figure indicated for all industries (except communication). The 
ratio forthe manufacturing group as a whole was 3 percent, but within 
that industry there were fairly wide differences. For instance, in the 
food and beverages group, iron and steel, and fabricated metal products 
the ratios exceeded O percent, whereas in chemicals, petroleum and 

coal products, the ratios were less than 20 percent. 


Further information on the proportion of net income invested in 
sommon stocks is available fram the sample data. A frequency distribu- 
tion shows that in 17 percent of the cases, no purchases of cammon stock 
were made and in 3 percent there was a liquidation of common stock hold 
ings during 1954. For 28 percent of the funds which bought stock, up 
to one~quarter of net income went into this type of security; for 29 
percent of the funds the ratio was between one-quarter and one-half of 
net income; and in 22 percent of the funds more than 50 percent of in~ 
come went into common stock. The distributio within this latter group 
wast 11 percent made purchases ranging from one-half to three-quarters 
of net income; percent had purchases between three-quarters and 100 
percent; and 7 percent made purchases in excess of net income. In this 
last group, not only was the entire 195) net incame used to buy common 
stock but other assets including U. S. Government and corporate bonds 
were sold and the proceeds reinvested in common stock. 


Saving of Individuals throwh Pension Funds 


The present survey made possible for the first time a segregation 
of individuals' saving in the form of increased equity in corporate pen- 
sion funds assets. These data were incorporated in the Commission's 
1955 annual release on saving. 1/ Up to the time of the survey, it was 
necessary to include this type of saving with individuals’ saving in 
the form in which pension fund assets were invested. As it is the pur- 
pose of the study on individuals! saving to show where ever possible 
the exact item, claim, or asset in which the saving occurs, the new 
method is a distinct improvement for saving analyses. 


Coincident with this new arrangement, a breakdown of saving in pri-~ 
vate life insurance between increased equity in insured pension reserves 
and all other life insurance reserves was presented. Annual data on 
insured pension reserves are prepared by the Institute of Life Insurance 2/ 
the amount of these reserves at the end of 1954 being indicated in Table I. 





V/ See Statistical Series Release Nos. 1379 and 1393. 
2/ See ‘Fact Book’, 1955, Institute of Life Insurance, page 33. 


21 
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Thus it is now possible to show total saving by individuals in private 
insurance and pension reserves, and to combine, if desired, this saving 
with individuals! saving in Government insurance to arrive at saving 
of individuals in all forms of insurance and pension reserves. 


Individuals in the United States saved $11 billion during the year 
1954. Saving in the form of bank deposits, securities, shares in saving 
and loan associations, and insurance amounted to $21 billion, but the 
increase in these assets or claims was offset by a rise in individuals* 
debts of almost $10 billion. Saving in the form of non-insured private 
pension fund assets accounted for about 9 percent of the growth in total 
assets held by individuals. 


Saving in all forms of private insurance, including the increase in 
insured pension reserves of life insurance companies, other non-pension 
reserves of insurance companies, as well as non=-insured pension funds, 
amounted to $7. billion in 1954, or a little over one-third of the in- 
crease in total assets of individuals. 


In relation to saving in all private pensio reserves, self-insured 
corporate funds comprised about three-fifths of the 195 total, being 
approximately the same in the three years 1951, 1952 and 1953. In rela- 
tion to total private insurance, saving through corpa ate pension funds 
made up about one-fourth of the total in 1954, and again this ratio was 
fairly constant during the period covered in this survey. 


These data are taken from Table 15 and similar comparisms for 
earlier years can be made from that table, as well as further comparisons 
of other components of individuals! saving. 


Survey Data 


The data on private non-insured pension funds in this report repre- 
sent universe estimates for all corporations in the United States. The 
survey covers all plans of corporations which are administered by the 
corporation itself, or through trustees, including funds administered 
jointly by corporations and unions. The data do not include insured 
pension plans, nor that part of railroad pension funds under the Railroad 
Retirement Act. Bonus, savings, and welfare plans are excluded, as well 
as plans operated by unions on a nation-wide basis. 


The universe estimates in this survey were based on sample data pro- 
vided by companies filing reports with the Commission. A questionnaire 
form (Form R=, attached as an Exhibit) was sent to approximately 2,000 
companies. Questionnaire forms were not sent to railroads, investment 
companies, banks, small inactive mining companies, and foreign companies, 
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Separate estimates were prepared for railroads plans supplementary to 
their funds under the Railroad Retirement Act and estimates also were 
prepared for banks. 


The data for individual companies received on Form R-l; were given 
confidential treatment. References to individual companies made in 
this report are based on public information filed with this Commission 
in registration statements and proxy statements or appearing in news- 
papers. 


Campleted questionnaires were returned by 1,803 companies. Of these, 
695 reported that they had funded plans, and furnished complete data m 
Form R=4 concerning assets, income and disbursements of their funds. 
Of the other companies returning the questionnaire, 532 indicated that they 
had insured plans, 104 had unfunded, or "pay-as-you-go" plans, and 472 had 
no pension plans. 


Universe figures for funded plans were computed on the basis of the 
1951 relationship of company assets for those firms responding to the 
survey in each industry to total assets of all United States corporations 
in each industry, using 1951 Statistics of Income data (the latest figures 
available at the time). For the manufacturing industry, separate ratios 
were worked out for 23 sub-groups, according to three size classes of 
company. These ratios were than applied to the sample data, except for a 
few groups where there was some undersampling. For all industries the 
assets of companies included in the sample data accounted for 45 percent 
of the universe; for the manufacturing group the ratio was 59 percent and 
in the utilities and communications groups, close to 90 percent. 


The resulting universe figures for contributions in 1951 and 1952 
were compared with Statistics of Income contributions for all corporations, 
after deducting insured plans. This comparison checked out very closely 
in both years. 


As regards the measurement of concentration of ownership of assets, 
ctual ranking of each observation, was used with regard to common stock 
holdings. Rougher metiods were used in connection with corporate and 

U. S. Government bonds and other asset holdings. Summary data for the 
five largest funds and the ten largest funds were prepared, and these 
data were related to universe holdings. Also, the sample data were clas- 
sified according to size of funds and the totals for each size group were 
related to total holdings. 


> wp 


The difference in the figures appearing in this report anu those 


ment in the scope of the survey to cover railroad plans supplementary to 
those under the Railroad Retirement Act, and to include plans of commercial 
and Federal Reserve banks. 





l/ Statistical Series Release No. 1335. 
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STATISTICAL TABLES 


TABLE 1 


ESTIMATED ASSETS OF PUBLIC AND PRIVATE 
PENSION AND RETIREMENT FUNDS 


December 31, 195) 


($Billion) 


Private ccoccccccccccccceccecccccecsocccoccce 


Corporate non=insured fundSeeeeee 11.8 
Insured pension fundSeccececcesecs 908 


GOVErNMENtececccccccccccesecereccccece 


ilroad retirementecccccccceccse 

1 Service retirementeececcecce 

and local retirementececcecee 
and Survivors Insurance.ee 2 


n 


etirement funds, public and privateeel/ ¢ 


Excludes funds of the following groups for which adequate 
total figures are not available: religious, educational, 
and non-profit organizations, unincorporated business 
other than insured plans, and funds operated by unions 
on a nation-wide basis. 
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TABLE 2 


GROWTH OF NON*INSURED PRIVATE PENSION FUNDS 
1920 = 195) 


($Mil1i on) 


Estimated Increase In 
Assets End Assets Dur- 
of Year _ing Year 


50 
60 
90 
100 
120 


150 
190 
260 
340 
500 


550 
600 


700 


ObS8S 


; 
s 
> 


( CONTINUED) 
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TABLE 2 (CONTINUED) 


GROWTH OF NON-INSURED PRIVATE PENSION FUNDS 





1920 = 195) 

($Million) 

Estimated Increase In 

Assets End Assets Dur- 
Year of Year ing Year 
1945 2700 600 
1946 3000 300 
1947 3300 300 
1948 3700 400 
1949 4,300 600 
1950 5200 900 
1950 5423 --- 
1951 6759 1336 
1953 10002 1769 
1954 11843 1841 


SOURCES OF DATA: 1920-1944, from ‘A Study of Savings in the 
United States ‘ by Raymond W. Goldsmith; 
1945-1950, from ‘Fresh Look at Pension 
Funds‘, article by Roger F. Murray in 
November 1955 ‘Trusts and Estates‘ ; 
1951-1954, Securities and Exchange Commission. 


26 
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TABLE 3 
CORPORATE PENSION FUNDS 
DISTRIBUTION OF ASSETS 
1951 ~ 1954 


(Millions of dollars) 





End of Year 

Cash and depositSeccrccecreces 291 266 311 291 
U . Se Government securities, 2,115 2,081 2,177 2,140 
Corporate bondSeseccesesceees 3,121 4,145 5,183 6,319 
Preferred Stock coccccccccccce 272 331 397 452 
Common BLOCK ccs cccesdsececcss 769 1,148 1,568 2,182 
Own COMPANY ee eesesesssesess 215 257 292 321 
Other COMPANIES cosccccccese 554 891 1,276 1,861 
Other assetScecececcsccccccece 192 262 367 458 
Total ASSetScccccccccecs 6,759 8,233 10 ,002 11,843 


Percentage Distribution 





End of Year 
Cash and GePpOSits eecccccccece 4.3 32 3e1 2.5 
U.S. Government securities. 31.3 2523 21.8 18.1 
Corporate DondSececcccecccceces 46.2 50 oy 51.7 5303 
Preferred stocKseccsecccceece 4.0 4.0 4.0 3.8 
Common StocKeeccccccccscssece 11.4 13.9 1567 18.4 
Own COMPAENYeccecoccesccccces 322 3el 209 207 
Other COMPANIES eoccccccsece 8.2 10.8 12.8 1567 
Other BSSCUS ceccccccccceccoce 2.8 302 3.7 309 


Total assetSccececccccce 


S 
oO 
8 
oO 
8 
8 
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PERCENTAGE DISTRIBUTION OF ASSETS, 
BY SIZE OF FUNDS 
END OF 195), 


(SAMPLE DATA) 
Common Stock 


U. S. Govt. Corporate Preferred Own Other Other 


Cash Bonds Bonds Stock Company Companies Assets 
18.4 21.2 Tel 405 lel 14.9 226 
° 1.7 31.0 02 2.6 Tel 4.7 
8.9 2ue7 34.2 4.8 PS) 21.5 4.8 
ol 1.0 25.0 ol l. 15.3 Pe 
Sel . 34.0 20 1.1 20.6 6.6 
° 19. el 05 ? 23.45 6. 
426 e 325 2 267 17.2 207 
el 3,20 41.1 04 26 19.1 4e3 
el 19,8 Lhe 607 8 205 28 
. 17.4 49 3 Le? le2 19.4 520 


197 


Total 
Assets 


100. 
100.0 
100.0 
100.0 
100,0 
100 .0 
100.0 
100.0 


100.0 






100.0 


100 .0 


100.0 
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TABLE 5 


DISTRIBUTION OF PENSION FUND ASSETS, BY INDUSTRY 








($4ilLion) 

Percent of 

Total Assets Total Assets 

1951 1952 1953 195U End of 1954 
Mmufacturing Lotalecscecccsccccvsccseses 3,613 4,596 55795 7,000 59e1 
Food and DeVerageSeececcesescesveseess 393 456 528 606 Sel 
Textile mill PrOductSeccccccccceccceces 51 61 76 86 eo? 
Paper and allied productS ccccccccccces 78 107 138 185 1.6 
Chemicals and allied productSesccoccoe 283 348 439 5u7 4.6 
Petroleum and coal productSscceccccces 674 780 898 1,023 8.6 
Rubber productSeccccccsvecsececsccccese 34 L8 65 76 06 
Stone, clay and glass products.ecccese 68 95 127 162 Lely 
Primary iran and steelecececccccccccce 498 646 846 1,032 8.7 
Primary non-ferrous metalSececsessecesce 107 134 168 204 1le7 
Fabricated metal productSececcceccccece 78 121 169 214 1.8 
Machinery, except electricaleceecoccece 218 298 402 513 4.3 
Electrical machinery and equipmenteece. 516 643 797 922 7.8 
Transportation equipmentececeseccscccces 248 ah 613 810 6.9 
Other manufacturing L/ccccceccceceorce 364 436 527 621 502 
Electric, gas ANd WAtETeecccescececseces 351 416 495 582 4.9 
Transportation. eecsecccessssevecesesesss 175 217 281 370 301 
Communi cationesecccccecescesessssesseces 1,453 1,638 1,862 2,085 17.6 
Trade secccccccccecceceesessccssesessesse 677 787 892 1,027 8.7 
Financial and real CSTATC cocccccvecceses 401 L467 540 616 502 
Other 2/evcccccccccccccccccescsseseceece a9 lil 137 163 lel 
All industrieS., ecccccccccccessccceccsses 6,759 8,233 10,002 11,843 100,0 


Y Tobacco, apparel, lumber, furniture, printing, leather, instruments and misc. 


2 / Extractive, construction and service. 


37456 O—59——- 21 
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TABLE 8 
RECEIPTS AND EXPENDITURES OF 
CORPORATE PENSION FUNDS 
1951 = 195) 
(Millions of dollars) 
195 
Employer contributioneccececes 
Employee contributioneececccecce 


Income from interest and 


GividendScesccccccscccccrcces 
Total ReceiptSeececee 

Benefits Paid OUtecceccccccces 
EXPENSES eocccccccescccccecccce 
Total Disbursements 


Net receiptSececcccccsessocccces 
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TABLE 10 


EMPLOYER CONTRIBUTIONS 
DISTRIBUTION BY INDUSTRY 


($Million) 


1951 


Manufacturing COCElccneneseeeeasecsconeee 850 


Food and DEVETAZES coccccccccccccccocces 50 
Textile mill productScccoeccecccccccose 8 
Paper and allied productSescceccccccece 17 
Chemicals and allied ProductSeccceacces 59 
Petroleum and coal productS ccccecccccece 76 
Rubber Products eecsceccccccccececccceces uu 
Stone, clay and glass productSeeccceces: ly 
Primary iron and steeleccccccccceccsecce 

Primary non-ferrous MCtalSsecceccccccce 18 
Fabricated metal PrOduCctS eocccccccccces 34 
Machinery, except electricalecccececcce 60 
Electrical machinery and equipmenteceece 105 
Transportation equipmenteccceecscccscccce 182 
Other manuf acturing A/ eeeecesccoocesces 5h 


Electric, gas and watereseceseccccscccccs 5u 
Transportaticneecescocescecscccecccccccece 34 
Communicaticncccecccccccaceccccssccccesee 

Trade seccccccesccsecccccccccececcesesccee 86 
Financial and real estatecseccccscsccecceve 57 


Other 2/ eccccccccccccccccccccccccsceccese ly 


All industricScceccccccccccecccecevesesece 1,250 1,358 1,617 1,599 


1/ Tobacco, apparel, lumber, furniture, printing, leather, instruments and misc. 


2/ Extractive, construction and service. 


34 
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TABLE 11 


BENEFIT PAYMENTS 
DISTRIBUTION BY INDUSTRY 


($Millia) 


bt 
‘oO 
Ww 
nm 


Manufacturing totaleccceccccccccccccccce 


ke 
=) 
‘Oo 


Food and DEVETAZCS ee cccescececcececses 
Textile mill Products eocccecccccsceces 
Paper and allied products. cccccccccese 
Chemicals and allied productSeseccece 
Petroleum and coal productSececccccccecs 
Rubber productSccccescecvcccecccoseses 
Stone, clay and glass productSecesceece 
Primary iron and steeleecaccececscccesce 
Primary non-ferrous metalSecceccccccce 
Fabricated metal productSececcesccesccs 
Machinery, except electricalececcceces 
Electrical machinery and equipmenteecees 
Transportation equipmentececcecccccccece 
Other manufacturing V/ ccccccccecccecce 


% » Bb 
br 


OFAN wOrRRr OND 


Nm nm 
ONRFNON NW 


be 


we 
Feta mw 


ke 


Electric, gas And WateTrecccececccocoscce 


Transportation eeovceccececcoccccceccscce 


Communication ececceccceccececsessccsecece 
Trade scccccccecccccccccecceseccesessseee 


Financial and real estate ceccccccecccces 


Other 2/ eecccccececcesecccvccesccsoscecs 


All indusStrieS.cescecvecccccceccscccceces 221 


1/ Tobacco, apparel, lumber, furniture, printing, leather, instruments and misc. 


2/ Extractive, construction and servi-e. 
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TABLE 12 


ESTIMATED HOLDINGS OF CORPORATE SECURITIES ]/ 
BY CLASS OF INVESTOR 


(Billions of Dollars) 


December 31, 1954 


Corporate pension funds.......0- 
Fraternal order8.ccccccscccccess 
Life insurance companies, .ece.s. 
Other insurance companies,...... 
Savings and commercial banks.... 


Investment companies: open-end,, 
closed-end 


face amount 
State and local trust and invest- 


ment PUNAS..ccccccsccccccccccs 
Total institutionS.......e- 

Fo@l METS. cccccccccscccccccccece 
Domestic individuals 3/.....see. 


Total market Walu®..ccccecce 


Indicates less than $50 million. 


as Estimated market values. Figures are rounded and will not necessarily add to totals, 


Ino 


Includes quasi-government issues, 


Common 
Stock 


3.3 


17.9 
4.7 
231.4 


254.0 


such as Federal Land Bank bonds, 


separated in the basic statistical data. 


Ico 


36 


Preferred 
Stock 


0.5 


0.1 


- L oo 
2 wee 
~ Nw 


1.4 


16.C 


Bonds 
and 


Notes 2/ Total 


6.3 


30.1 
83.5 


Includes holdings of personal trust funds and non-profit organizations. 


10.1 
1.1 
38.6 
6.0 
7.0 
5.8 


3.8 
ol 


255 
75.0 
5.6 
272.9 
353.5 


which cannot be 
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TABLE 13 


NET PURCHASES OF CORPORATE SECURITIES 
BY CLASS OF INVESTOR 


(Billions of Dollars) 1/ 


Class of Investor 1951 1952 1953 195, 


Total Stocks and Bonds 


Corporate pension LwMaG vecccoddsdédddes lel 1.5 1.5 1,8 
Life insurance companieS.cecccccccccceccs 3.0 3.1 2.9 263 
Investment COMPANIES cocccccccccescocccs 3 5 3 ol 
BankS ccccccccccccceccccecccccececcesece el os od * 
State and local government trust funds, ol 3 olt 6 
Other institutlons ecececccccccccccccece ol 5 eo oJ 

Total institutions. ccccecccecccsccece 5.2 661 5.8 55 
FOTCL Ener sevcaccccceccccsessccescesece el * ek ei 
Domestic individuals TT sénannddéddddvdd 1.6 23 led of 
Total, net additions to stocks and 

bonds Outstanding ceccecseccsecccccccs 6.9 8.2 Te2 6.3 

Bonds and Notes 3/ 

Corporate pension fundSeecccececoscccecss e7 1.0 1.0 lel 
Life insurance cCompaniecSececcccccccsecess 2.9 3.0 207 a 
BankS socccoccceecceceeeeeeeceseceeseces * oe oe i e2 
State and local government trust funds. ol 3 ol 6 
Other institutis.eccesceccccccccccsere oJ 02 et o2 

Total institutions eeecccccccccccccece 4.2 4e7 Leu 3.8 
FOreigneTs cececcccccsccccsecsescsseses * * * * 
Domestic individuals OF. ebbing - em ol ol * 
Total, net additions to corporate and 

other bonds outstanding eseseccscseces kel 5.1 4.8 3.8 

(CONTINUED) 
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TABLE 13 = (Continued) 


NET PURCHASES OF CORPORATE SECURITIES 
BY CLASS OF INVESTOR 


(Billions of Dollars) 1/ 
Class of Investor 1951 1952 1953 1954 


Common Stock 


Corporate pension fundS cocccccccccecerece 3 ol ol 6 
Life insurance companieS eeccccccecceccces ok * * el 
Investment COMPANLES eacccccccscccccecccece e2 @> 3 a 
Bank oe ce sSecoccecessovececoesccoeceecsese ol md ol ee 
Other institutionSececescoscccceceesoeees el ec ok e2 

Sobel: ingtituticntsceccessssesconnes sé can e7 1.2 1.0 lek 
ForeignerSecocccccccccccccecececvcecosece el * * ol 
Domestic individuals minikbahnunids le3 Leh 9 26 
Total, net additions to cammon stock 


OUTSTANGING ce ccccccccccecccccecsccscsece 202 226 2.0 2e2 
Preferred Stock 


Corporate PENSION .fuNdScceccccosecceccece el el el el 
Life insurance cCompanieScecceccececccccce el * ol el 
Other institutions eecceccvccvccccvcccccce el el el el 

Total inStitutionSeccecceccccccecseceseces 02 e2 
Foreigners eavceccccccccccccccccscscccccce * * * * 
Domestic individuals 2) 7£camcesiutadatens ol e3 * ol 
Total, net additios to preferred stock 

OUTSTANGING cccccccccccccccccccccccccece 26 5 ol ol 


*% Less than $50 million. 


1/ Figures on net purchases of securities by individuals as given in 
this table differ from total saving in corporate and other securities 
presented in S.E.C. statistical releases Nos. 1379 and 1393 and in 
Table 15, as they do not reflect borrowing on securities, 


2/ Including personal trust funds and non-profit orginizations. 


3/ Including quasi-government debt issues for which separate data on 
holdings are not available. 
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TABLE 1) 
TRANSACTIONS IN COMMON STOCK DURING 195), 
BY INDUSTRY 
( $i Llion) 
Net 
Purchases Sales Purchases 
Manufacturing totaleececcccceces 494 97 398 
Food and beverageSeeccesceces 35 4 31 
Textile mill Produc tS ceccccce 7 1 6 
Paper and allied productSeece 19 2 17 
Chemicals and allied prodwts 33 13 20 
Petroleum and coal products.. 46 2h 22 
Rubber PFOdUCtS secccecccesces 4 <= 4 
Stone, clay and glass products 11 1 10 
Primary iron and steeleeccece 103 9 9k 
Primary non-ferrous metalseee 17 5 1 
Fabricated metal productSeeece 19 2 17 
Machinery, except electrical. 35 5 30 
Electrical machinery and 
equipmenteccccccsesecesescces 48 5 2 
Transportation equipmentececes 84 12 72 
Other manufacturing L/ eocecee 35 13 22 
Electric, gas and watereececeees 45 6 38 
Transportationececceccecsccesese 42 . 37 
Communication eececscccccscscccce 5 —_ 4 
Trade scooccceccccceseoecceeccoe 63 ly 49 
Financial and real estatesceces 27 3 2h 
Others2/secceceeccceccescecccss 10 1 9 
All industrieSeccccccccccecceccs 685 126 559 
1/ Tobacco, apparel, lumber, furniture, printing, leather, instruments and misc. 
2/ Extractive, construction and service. 
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TABLE 15 
SAVING OF INDIVIDUALS IN THE U. S. ]/ 
191 - 1954 


(BILLIONS OF DOLIARS) 


22 1252 1953 124 


1. Currency and bank deposits,.....cscsoe. 61 7.2 4.8 70 
ee Savings and loan associationS...ccccsee 2.1 3h 3.6 4.4 
Je Seeurities.coccccccccccccececcccccecece of 2.8 2.9 _ oD 

















U. Ss. Savings DOMRBicccediccccssacuese = od el 22 6 
Other Uv. Ss. Government. cecccccccccces = 8 * él = 1.6 
State and local government. .ccccecces 4 9 1.6 oD 
Corporate and other - total...cccsse. 1.6 1.8 1.2 * 
Bonds and MOTOS c ccccccccoccsccecccece = el 4 4 * 
PRs cnndnndedeesseseeetceonceded 1 4 
Private insurance and pension reserves, 5 6.4 6.8 7.4 
INSUPANCe TESETVES.ceccccccccessceses Fe 3.8 3.9 Led 
Insured pension TUBES. ccdcecccececese 1. 1.1 lel 1.2 
N i ca 8 oD e@eeeeeeeeeee Re 1.5 1.8 1.8 
Government insurance L/ccccccccccccccce 3 7 






Saving in financial assets 
(1 through initiincnpatadoabesnsmice 


7. Increase in individuals' debts....c.ccce. 72 10.6 10.8 9.7 
Mortgage Piskeksecdacnssasidewbase 6.6 6.5 7.3 9.2 
Consumer ENE bsbdesksesedrsanc one 6 3 5 5 





8. 






Total change in individuals! net 
Claims Pill cecsacdensceminesacdems 13,3 13.2 10.6 ile? 





1/ Includes state and local retirement systems. 
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APPENDIX TABLE 1 
DISTRIBUTION OF ASSETS, CLASSIFIED BY INDUSTRY 
PART A: MANUFACTURING COMPANIES 
1) Total Manufacturing 
($Millions) 
1954 1952 1953 1954 
Cash and deposits...ccccsccccsses 152 140 166 147 
U. S. Government securities...... 1,294 1,345 1,429 1,420 


Other bonds and debentures, 
including private placements... 1,462 2,042 2,714 3,435 


PROEORT Wein wc duadduccaccecasceeces 200 246 298 339 
Common stock 
Own company and affiliates... 1 19 29 38 
Other companies. ..cccccccccce 373 635 936 1,354 
Other as8ets...ccocccccccscccecce 19 168 224 268 


TOPELSescvee de etedewve 3,613 4,56 5,795 7,000 


2) Food and Beverages 


Cash and Geposits..ceccccccccccscs 10 8 11 1l 
U. S. Government securities...... 73 80 76 82 
Other bonds and debentures, 

including private placements... 242 273 325 360 
Preferred stock. ccccccccccccccces 13 13 15 18 


Common stock 


Own company and affiliates.. - - 1 1 
Other companieS,..ccccccccee 4é 75 97 128 
Other BBSOEE. ccccdoccccocecvecece 7 6 5 6 


TH AL cccccccccesecece 393 456 528 606 


3) Textile mill products 


Cash and deposits....ceccccccsece 1 1 3 4 
U. S. Government securities...... 15 16 18 17 

Other bonds and debentures, 
including vrivate placements... 27 32 37 Lh, 
Preferred stock. ...sccccesecccses 4 5 5 6 

Common stock 

Own company and affiliates.. - - - 1 
Other companieS....seesceeees 2 + 6 12 
Other QOSOES . coccdevocsescesecessce 1 2 6 2 
TOtRine cccccsdsseewess 51 61 16 86 


(Continued) 
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DISTRIBUTION OF ASSETS, CLASSIFIED BY INDUSTRY 





PART A: MANUFACTURING COMPANIES 
($Millions) 


4) Paper and allied products 


1951 1952 1953 


Cash and deposits....cccccccceccee 4 4 4 
U. S. Government securities...... 21 24 25 
Other bonds and debentures, 
including private placements... 2 
Preferred BUICK cccaccesccccccces 8 
Common stock 
Own company and affiliates.. 1 1 3 
8 
4 


Ww 


Other companies...cccccccces 


ofr BRE Su iE 


Other O8G6CS, ccccccccccccccccccce 


TOmbeusceustaascesen 78 107 138 185 
5) Chemicals and allied products 


Cash and deposits....cscecsccccce 35 6 8 8 
U. S. Government securities...... 132 168 184 209 
Other bonds and debentures, 
including private placements... 64 92 124 191 
Preferred DUE 0866e6essaedsaeus 36 38 40 32 
Common stock 
Own company and affiliates.. 
Other companieS.....cccccece 
Other assets8....ccccccce 


oor 


1 
37 75 96 
eeeneeeevee 5 


TOTAL. ccccccccccccccs 283 348 439 547 


6) Petroleum and coal products 


Cash and deposits....cecccccccece 9 12 8 9 
U. S. Government securities...... 229 203 213 211 
Other bonds and debentures, 

including private placements... 318 408 469 562 
Preferred stock..cccccccccccccces 31 37 42 45 


Common stock 
Own company and affiliates.,. Zz A 1 2 
Other companies.....ccscccee 75 104 146 174 


Other BONER. 0 oa cvocgngsgresseees enh he ede 1,03 


(Continued) 
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DI UTION OF ASSETS, CLASSIFIED RY I'DUSTRY 


PART A: MANUFACTURING COMPANIES 
(*Millions) 
7) Rubber products 
195. 1952 1953 1954 
Cash ani ee 1 2 3 1 
U. S. Government securities...... 7 8 10 12 
Other bonds and debentures, 
including private placements... 3 7 12 16 
Preferred TER uddevevewedecwnews 2 5 6 6 
Common stock 
Own company and affiliates., 0 - - - 
Other companieS...ceccsssees 1 2 4 8 
Other ee ee ee 20 24 30 33 
TUEbésoewvows Oeuceows 34 48 65 16 
8) Stone, clay and glass products 
Cash and GOpoSlUOscccddcdccccdces 5 6 9 7 
U. S. Government securities...... 33 7 40 46 
Other bonds and debentures, 
including private placements... 19 28 45 61 
Preferred Ce Gada chceidisédde 3 4 6 a 
Common stock 
Qwn company and affiliates., 0 - 1 1 
Other CompanieS.,..cceccscecs 5 12 21 32 
Other assetS...cccsccsccccccccces 4 5 5 6 
FORSMdd ch acdeedwsess 68 95 127 162 
©) Primary iron and steel 
Cash and deposits. .csccccescesece 10 10 lu 1l 
U. S. Government securities...... 300 204 286 221 
Other bonds and debentures, 
including private placements... 95 194 353 491 
Preferred HOG seccccccesececces 13 17 23 31 
Common stock 
Own company and affiliates.. 1 1 2 4 
Other companies....csccesces 51 83 118 212 
Other GSO. ccebe cect vctecteucce 30 48 51 62 
TORR os cc coduescseone 498 646 846 1,032 
(Continued ) 
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DISTRIBUTION OF ASSETS, CLASSIFIED BY INDUSTRY 





PART A: MANUFACTURING COMPANIES 
($Millions) 


10) Primary non-ferrous products 


1951 1952 1953 1954 
Cash and deposits...cccccccccccece 2 1 3 3 
U. S. Govermment securities....... 34 34 36 35 
Other bonds and debentures, 
including private placements.... 41 58 79 100 
Preferred stock. .ccccccccccccccccs 14 14 15 17 
Common stock 
Own company and affiliates... 0 0 , 1 
Other companies,...ccccccccee 16 25 32 45 
Other as8ets...ccocccccccsccccsoccce 1 A 2 4 


TOTAL. .ccccccccccccccs 107 134 168 204 


11) Fabricated metal products 


Cash and deposits....ccccccccecees 8 7 8 il 
U. S. Government securities....... 25 32 38 39 
Other bonds and debentures, 
including private placements.... 33 
Breterred Ghedk. coccccccicsccssece 4 6 
Common stock 
Own company and affiliates... 3 2 4 6 
Other companies.....scccccces 7 4 23 4l 
Other QsGets. cccccccccccecccccces 1 1 4 5 


Mop aliveseccsdenesacees 78 121 169 214 


12) Machinery except, electrical 










Cash and deposits...cccccccccccece 19 16 24 26 
U. S. Government securities....... 88 101 121 127 
Other bonds and debentures, 

including private placements.... 59 101 149 204 
Preferred stock, sccccccccocccscccs 17 22 26 32 


Common stock 
Own company and affiliates... 7 8 9 10 
Other CompanieS...cccccccccecs 23 4l 62 95 


Other OO cicctvccesestbsctocens 5 8 12 20 







TOPALss a ccecsbsecceoue 


(Continued ) 
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DISTRIBUTION OF ASSETS, CLASSIFIED BY INDUSTRY 


PART A: MANUFACTURING COMPANIES 
($Millions) 
13) Electrical machinery and equipment 
1951 1952. 1953 195k 
Cash and depoSitS cececevseccveceeces 10 19 18 9 
U. S. Government securitieSeeeccecce 10 135 142 138 
Other bonds and debentures, 
including private placementSeeccee 29h 376 455 541 
Preferred stocKeecccccccccccccccscee 16 20 27 33 
Common stock 
Own company and affiliateSecece - - 1 a 
Other COMPANIES eocceccecesecses 39 73 lil 155 
Other aSSe€tSegeeccccccccecsecsersecsece 16 19 43 LS 
TOTALccceccceccecececece 516 643 797 922 
14) Transportation equipment 
Cash and GEPOSIitSeccccceccccccersseos 20 25 30 26 
U. S. Government securities .ececcece 65 77 88 104 
Other bonds and debentures, 
including private placementS.ecece 87 173 279 376 
Preferred StOcK secocccccsesccecececce 16 29 2 52 
Common stock 
Own company and affiliateSeceece. 1 1 2 2 
ther COMPANIES eccccveccccesces 55 103 153 22h 
Other aSSetSegeccececcccesosesessccs 6 16 0 2 
TOTALeccccccccccccccccece 28 2h 613 810 
15) Other manufacturing V/ 
Cash and GepOSitSecccecccerccesecsses 19 21 22 16 
U. S. Government securitieSeeceeecee 130 134 153 149 
Corporate DONS cceccccccccccccccosese 148 194 239 305 
Preferred S tock ccccccccccccccccccece 23 27 33 37 
Common stock 
Own company and affiliateseece.. 2 2 3 4 
Other COmMPanieS cecccccceccccces 35 L6 62 88 
Other asSetSccccecccescsccesesecseses 8 13 15 20 
TOTAL sc cceccccccccecscccs 364, 436 527 621 
1 Tobacco, apparel, lumber, furniture, printing, leather, instruments and misc. 
45 
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DISTRIBUTION OF ASSETS, CLASSIFIED BY INDUSTRY 


SS 


PART B: ELECTRIC, GAS AND WATER 


Se ae 


1951 1952 1953 195) 





Cash and depositS.ecseccecccccccccccesccccce 9 9 10 10 
Ue S. Government securitieS.,, r.ccccccccceses 103 103 99 97 
Corporate bondSceccccccccccsccccccccscccces LO 226 268 310 
Preferred stocKecccccccccccccccccccececccce 1 19 22 2 

Common stock 
Own company and affiliateSccecccescces 3 3 4 6 
Other c MPANLCS cececcccccsccccccccsesse 32 Si 81 119 
Other ASSETS cocccccscecccssesesesesacsssecse 5 7 10 13 
TOTAL eccccccccccccccssccecsesee 351 418 495 582 


PART C: TRANSPORTATION 


Cash ana GEpOSitSccoccccccccccscccscccceccecs ly "7 9 9 
U. S. Government securitieSceccececcccccccs 52 59 68 73 
Derr Gte WONR ink cas déiccd cas 4dbunsen ses 76 9h 131 169 
Preferred StocK ccccccccccccecccccoceccecece at Ly 18 25 
Common stock 

Own company and affiliateScecccccccccce 1 1 I 2 

ther CompanieSseccccsccccsecdevedsese 15 29 42 78 
Oth? ASSETS e Kccccscdeccscceccoccccceccedce 6 11 13 ly 


TOTALeccccccccccccceseseeccesese 175 217 281 370 
PART D: COMMUNICATION 


Cash and GEpOSitScsceccccccccccescececsececs 12 13 17 17 
U. S. Government securitiecSsccececccocesese 332 230 ahh 211 
Corporate DONAS esccscsccccecsvcessecceecseels095 1,378 1,571 1,821 
Preferred StocK eccoccccccccecccccceecvcecce i z 2 


Common stock 


Own company ana affiliates ccccccccccce - e 2 > 
Other COMPANIES seccccccesccccecvcssese 2 2 5 9 
Other ASSEES cocccccsocecsececcceeesececcese 11 13 22 2h 


TOTAicsta tes sedeessewdwewesvewwkyubo 1,638 1,862 2,085 


( CONTINUED) 
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DISTRIBUTION OF ASSETS , CLASSIFIED BY INDUSTRY 
($Millions) 
PART E: TRADE 


1951 1952 1953 195k 


Cash and GEPOSi tS ecececcccccesesccccscecscs 90 83 95 91 
U. S. Government securitieSecccccccccececces 176 189 173 175 
Corporate DONS co eedsccoccesecccceceeesses 96 126 165 196 
Preferred stock cecccccccccccccccaccocccees 17 22 25 27 
Common stock 
Own company and affiliatesScecccccceee 196 231 255 271 
Other companies . césidne des. csdieencsets 74 99 15 172 
Other assetSccccecccccccccccccccccecccccce 28 37 64 5 
TOTAlcccccccecsccecesececcecese 677 787 892 1,927 


PART F: FINANCIAL AND REAL ESTATE 


Cash and depoSitScceececcccceccccccccccccss 12 10 ll 13 
U. S. Government securitieSeececcedsccccecce 135 126 128 126 
Corporate DoNdS cocccccccccccccesecccsseces 173 232 277 316 
Preferred stocKecccccccccccccccccccccccecs 21 21 2 25 


Common stock 


Own company ana affiliates ccceccccoce L 1 3 4 
Other ComPanieScecccccccccccccsccescoe 45 58 72 95 
Other ABSSCUS ccccccccccccccecsececcsesesecs Ly 20 26 37 


TOTAL ec cccccccccoccsccsececcece 401 467 540 616 


PART G: OTHER Y 


Cash and GEPpOSitS ccccccececscescesessocece 4 2 3 4 
Ue. S. Government securitiesccecccecccccecce 2h 30 36 38 
Other bonds and debentures, 
including private placementSeecececeseees 35 46 56 71 
Preferred Stock eccccccccccccccecccccscccess 6 8 8 8 
Common stock 
Own company and affiliateS.ececcccccee = = 7 va 
Other company and affiliates..cecccces 13 17 25 3h 
Other ASSCUS ecccccccccsccsccceseessceceees 7 6 9 7 


TOTAL ccccccccacccccccsccccscccs 89 li L337 163 


1/ Extractive, construction and service. 
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APPENDIX TABLE 2 
TRANSACTIONS IN COMMON STOCK, CLASSIFIED BY INDUSTRY 
($Millions) 


PART A: MANUFACTURING 


PurchaseS ccccccccccescccsccccccecce 232 288 341 49h 
5 210B.c0650 00660060006 6000686066 0066 18 2 37 97 
Net PurchaseSe cococecccecccccccoce +21) +26, +303 +398 


PART B: ELECTRIC, GAS AND WATER 


UrChaSES eocccccccccsoceseececseeses 17 20 32 45 
SOLOS cvoscecacsescerdddesetéscesdes 2 A 1 6 
Net PurchaseSccocccecccccoccccccoce ly 19 31 38 








TRANSPORTATION 





PART C: 





PurchaSeS ecocecccsceccccesssesseese 5 
SaleSecovccccccccccevceccesecceesee _ = 2 2 


Net PurchaSeS egeccccccceccccesescee 5 16 13 37 









PART D: COMMUNICATION 









PurchaSeS.cccccccccccccccccveccecces 1 







SaleScccccccccecccccccceccccecsvece 


Net PurchaS€Sececccccccsccccescecece 1 = 3 a 







PART E: TRADE 







PurchasSeS coccccccccceccccceseseccee 23 27 29 63 
SaleS cecocccccecccecsccecetsesessee 4 3 9 ly 
Net Purchases ececccecccccecccscccecse 0 2h 





PART F: FINANCIAL AND REAL ESTATE 





bt 
Orn @& 
Ww 


27 
2h 







PurchaSeS .cecsccccsccccecescecscese 9 15 
SaleS coocccccccccceccccccesseeeeces = 2 


Net PurchaseS ecececccccccccececcces 8 13 


ke 





( CONTINUED) 
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TRANSACTIONS IN COMMON STOCK, CLASSIFIED BY INDUSTRY (CONTINUED) 


($Millions) 


1951 1952 1953 1954 





PART G:_ OTHER 1/ 


PurchaseS eoccocccesceccceccceceooce e 5 8 10 

SaleScoccccecccosesecescesessececse - - 1 i 

Net PurchasSeSeccoeccecccesecesesescs 2 h 7 9 
PART H: ALL INDUSTRIES 

PurchaSeS gcccccasescscescscsecesese 288 371 h6 685 

SaleS coccececececetecececceccseeces 25 31 53 126 

Net PurchasSeSeccoceccessesescsssosece 263 30 393 559 


1/ Extractive, construction and service. 
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CORPORATE PENSION FUNDS, 1957 


Assets of pension funds of United States corporations totalled 
$19.3 billion at the end of 1957, an increase during the year of $2.7 
billion, or 16 percent, according to the annual survey of the Securities 
and Exchange Commission released today. In general, the 1957 growth and 
investment of these funds followed the patterns pointed out in earlier 
surveys. The survey covers all corporate pension funds except those 
administered by insurance companies. 1/ 





The growth in trusteed funds in 1957 compares with increases of 
$2.4 billion in 1956 and $2,1 billion in 1955. Assets of these funds for the 
years 1951-1957 inclusive, distributed by type of investment and by industry 
of employer are given in the accompany- 


ASSETS OF CORPORATE PENSION FUNDS ing Tables 1 and 2. 








As in each of the years 
surveyed, the greatest growth occurred 
in the pension funds of manufacturing 
companies, which during 1957 expanded 
by $1.8 billion, with total assets at 
the end of the year 1957 reaching 
$12.2 billion, Assets of other 
corporate funds increased $850 million 
during 1957 and totalled $7,1 billion at 
the close of the period. Within the 
eee ens Se oo manufacturing group, the largest growth 

Ob osreb again occurred in funds of iron and 
Reso enncedcnepessesece| steel companies and automobile companies 

ete ease { meh ccecees ae -- these two groups also having had 

Sa Se a ee the largest increases in every year 
since 1951, the first year covered in 
the Commission's surveys. At the end 
of 1957, total assets of the iron and 
195) 1952 1953-1954 1955 1956 1957 steel group aggregated $1.8 billion, 




















Next in order of magnitude were funds 
of petroleum companies, amounting to 
slightly over $1.5 billion, followed 
by the motor vehicle group with assets slightly under $1.5 billion. Among the 
non-manufacturing groups, the largest growth in 1957 again was in communication 
company funds, with assets totalling $2.8 billion. 


yo2? 


1/ Reserves in insured funds increased $1.6 billion during 1957 and amounted 
to $14.0 billion at the end of 1957, according to the Institute of Life 
Insurence, 
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At the close of 1957 assets of pension funds were distributed as 
follows: $15.8 billion, or 82 percent, was invested in corporate bonds and 
stocks, $2.0 billion in U. S. Government obligations, $400 million in cash and 
bank deposits, $300 million in mortgages, and $800 million in other assets. 
The most important type of investment continued to be corporate bonds, which 
aggregated $10.4 billion at the end of 1957, The net increase in the holdings 
for 1957 was $1.7 billion, as against $1.5 billion in 1956, The ratio of total 
assets invested in corporate bonds at the close of 1957 was 54 percent as com- 
pared with 45 percent in 1951, increases in this ratio being fairly constant 
during the intervening years. Three percent of total assets were invested in 
preferred stock which totalled $600 million, $40 million higher than in 1956, 


There was a further growth in common stock investments of approxi- 
mately $1.0 billion, These holdings at the end of 1957 totalled $4.8 billion 
(book value), representing 25 percent of pension fund assets, compared with 
12 percent in 1951, reflecting the sharp and steady growth in these investments 
in recent years. Based on market value, common stock investments comprised 
30 percent of all pension fund assets at the end of 1957, compared with 32 per- 
cent in 1956, the lower ratio resulting from the decline in stock prices during 
1957, The proportion of assets invested in common stock is higher for funds of 
trade, transportation and manufacturing companies than in other industries. 
Within the manufacturing group the ratio of common stock investments is highest 
in the iron and steel group. 


Common stock transactions in 1957 included purchases totalling $1.2 
billion, almost $200 million more than in 1956, Sales in 1957 were slightly 
less than either of the two preceding years and totalled $200 million, In 
1957, 37 percent of net receipts of pension funds were invested in common 
stock, a higher ratio than in any previous year. 


Purchases and sales of common stock, including stock of ow company, 
for the years 1951 through 1957 were as follows: 


ll of l 
1951 1952 1953 1954 1955 1956 1957 
Purchases.cossescccccees 330 435 513 738 858 1,000 1,186 
Saledsccccccccscccccsese 39 48 74 148 249 229 208 
Net Purchases...ccccsses 291 387 439 590 609 771 978 


U. S$. Government holdings again were reduced, and at the end of the 
period amounted to $2.0 billion, Although this was only slightly less than 
the amount of Governments held in 1951, in proportion to total assets there 
was a change from 32 percent (book value) in that year to 11 percent in the 
latest year surveyed, Mortgages owned by pension funds increased somewhat 
to over $300 million, but comprised less than 2 percent of total fund assets. 
Cash balances and investments in miscellaneous assets totalled $1.2 billion 


accounting for 6 percent of total assets, about the same proportion as in 
preceding years. 
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Information on market value of pension fund assets was requested in 
the 1955, 1956 and 1957 surveys, and is given below for securities owned at 
the end of each year. 


Securities owned by Pension Funds 


Market Value ($Million) 


End of Year 


1955-1956 ©1957 


U. S. Government securities..ccccccccccce 2,492 2,192 1,987 
Corporate DONdS. cccccsccccccccscccssesese 7,085 7,904 9,784 
Common stocks cccccccccccccccccesccccceces 4,795 5,648 6,024 
OWN COMPANYsccccccccecosescceces 933 864 860 
Other companies..cceccesccccecces 3,862 4,784 5,164 
Preferred Stock. ccscccccccccccccccsesece 523 524 550 


Receipts of pension funds from employer and employee contri- 
butions, income from interest, dividends and all other sources totalled 
$3.3 billion in 1957, $400 million greater than 1956 receipts. Data on re- 
ceipts and disbursements by type are shown in Table 3. Contributions from 
employers amounted to $2.3 billion and comprised 69 percent of total receipts, 
approximately the same proportion as in 1956 and 1955. Employee contribu- 
tions amounted to $300 million in 1957, and comprised 9-1/2 percent of total 
receipts, a slightly higher percentage then in 1956. Income from interest 
and dividends totalled almost $700 million and provided 20 percent of total 
receipts, the highest ratio to date, Net profit from the sale of assets 2/ 
amounted to only $11 million, with many funds experiencing net losses on the 
sale of securities in 1957. Other income was little changed from the years 
1955 and 1956, and totalled $15 million, The foregoing figures on the sources 
of receipts in 1957 may be compared with 1951 sources when 80 percent con- 
sisted of employer contributions, 8 percent employee contributions, and 12 
percent interest,dividends, and other income. 


Benefit payments to pensioners amounted to $630 million in 1957, an 
increase of $85 million, or 15 percent, over 1956 payments; other disburse- 
ments included expenses paid by the funds amounting to $12 million. 


In Table 4 data are presented on the rates of return from invest- 
ments received by pension funds during the years 1955, 1956 and 1957, In 
1957 the average rate of return was 3.84 percent compared with 3.68 percent 
in 1956 and 3.58 percent in 1955. Similar data, prepared for earlier years, 
indicate that average rates have risen steadily over the period covered 
by the surveys, reflecting the shift to higher-yielding investments and 
the generally upward trend in interest rates. 


2/ Separate information on this item and other in 
prior to 1955. = come was not requested 
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CORPORATE PENSION FUNDS 
Table 1 


Distribution of Assets by Type 
qsamneenancussnncunannsnnaaepeneseettert ates eee 


($Million) 


Book Value, End of Year 
1953 1954 1955 1956 


Cash and deposits....sccccesees 313 296 343 332 
U. S. Government securities.... 2,297 2,284 2,536 2,293 
Corporate bonds..cccscccccscess 5,181 6,359 8,704 
OWN COMPANY. ...ssesscceseses l/ l/ 598 
Other companies....sessesees 1 i/ V/ 8,106 
Preferred stock. ..cccccccsseces 397 454 570 
Common Stock. .ccsccccccccsccsses 1,649 2,286 3,774 
Ow COMPANY. .ccccccsccsccecs 342 382 505 
Other companies...sccccesess 1,307 1,904 3,269 
MOFEQAZCSeccccccccccccccccccecs 1 V/ 1/ 230 
Other assets..ceccccccccccssecs 277 384 473 736 


Total assets8..ccceees 6, 8,382 10,222 12,153 14,230 16,639 


Table 2 
Assets Classified by Industry of Employer 


Book Value, End of Year 


1951 1952 1953 1954 1955 1956 


Manufacturing. ..ccccccsccccsees 3,750 4,761 6,036 7,329 8,731 10,391 
Electric, gas and water...ssoes 351 418 495 582 685 798 
Transportationscccccccccscceses 213 265 339 438 549 695 
Communication, .cccesccscesecess 1,449 1,633 1,852 2,074 2,294 2,530 
TEAde. cccccccccccccccccccccccce 693 807 912 1,050 1,205 1,355 
Financial and real estate...... 331 388 450 516 577 648 
Other 2/.cccccscccccesccccccese 89 111 138 165 190 221 


All industries....... 6,876 8,382 10,222 12,153 14,230 16,639 


1/ Not available separately. 
2/ Extractive, construction and service. 
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CORPORATE PENSION FUNDS 
Table 3 


Receipts and Expenditures 
($Million) 


Employer contribution. .cscccccces 
Employee contribution.ccccccesess 
Income from interest and 
dividends. .cccccccccccsscccecs 
Net profit or loss on sale of 


BESCEE. cw cccccecescsceseccesecs 


Other ANCOMOr cocccccccccccceccoces 
Total receipts.ccccccccece 


Benefits paid OUCccceccceccsccser 
EXPeCNnSeS. cocccccsccescccsecssccece 


Total disbursement. cecece 


Net receipté.cccccccecccccccesese 


Table 4 


Rate of Return by Industry of Sreieyer™” 


(Percent) 
1956 1957 


Manu facturingeccccccccccccccceces 3.63 3.83 
Electric, gas and water.cececeses 3.75 3.94 
TYANSPOKCACLONs cecccesescscsvcces 4,02 4,03 
Communication. seccsccccccccccccce 3.07 3.24 
Trade. cccccccvccccccccccccccecece 4.42 4.57 
Financial and real estate..secsece 4.33 4.41 
Other non-manufacturing...cccccee 3.54 3,86 


All Industries. cccccccccccceccece 3.68 3.84 


1/ Income from dividends, interest and rent divided by average 
of assets at book value at beginning and end of year less 
one-half investment income, 
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U.S. Senate, 
SUBCOMMITTEE ON RarLroap RETIREMENT, 
CoMMITTEE ON LABOR AND Pusiic WELFARE. 


February 19, 1959 


Honorable Ewan Clague, Conmissioner 
Bureau of Labor Statistics 

UeSe Department of Labor 
Washington 25, De Ce 


Dear Mr. Clague: 


The Subcommittee of the Senate Committee on Labor 
and Public Welfare has under consideration proposed changes 
to the tailroad ‘etirement Act and the tailroad zetirement 
Tax Acte In considering these proposals, the Subcommittee 
would appreciate your furnishing no later than sebruary 26 
information pertaining to the private pension plans in indus- 
tries other than the gailroad industry. Specifically, would 
you advise me with respect to the following: 


What is the cost to the employer of employee private 
pension plans supplemental to Social Security monthly benefits 
in total and in terms of : (a) percentage of gross payroll; 
(b) percentage of payroll used for pension crediting purposes} 
(c) cost per employee? 


We would appreciate your furnishing these figures on 
the basis of: (1) cost in 1958; (2) long range or level cost. 


For your information, I am making a similar request 
of the Securities and Exchange Commission. 


Sincerely, 


Wayne Morse, Chairman 
Subcommittee on iailroad ietirement 
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t}. S. DEPARTMENT OF LABOR 
BUREAU OF LABOR STATISTICS 
WASHINGTON 25, D.C. 


February 27, 1959 


In reply please 
refer to No. 500 


The Honorable Wayne Morse 
United States Senate 
Washington 25, D. C. 


Dear Senator Morse: 


This is in response to your letter of February 19, request- 
ing information on the cost to employers in industries other than the 
railroad industry of employee pension plans in terms of (a) percent- 
age of gross payroll, (b) percentage of payroll used for pension 
crediting purposes; and (c) cost per employee. 


I regret to say that the Bureau does not have the informa- 
tion you request. In 1953, we undertook a pilot study of problems 
in the measurement of employer expenditures on a variety of fringe 
benefits, including private pension plans, in manufacturing indus- 
tries. This study was in part financed by the National Bureau of 
Economic Research. We have not had the resources to undertake stud- 
ies in this field on a regular basis. I am enclosing a copy of the 
1953 pilot study (BLS Bulletin No. 1186) for whatever use it may be 
to the staff of the Committee on Labor and Public Welfare. Informa- 
tion of the type requested in your letter for the establishments re- 
porting in this study will be found in tables 14-23. 


In connection with a 1957 survey of wages in the electric 
and gas utilities industries, a limited amount of information was 
secured on employer expenditures on pension plans. The data were 
presented only in terms of employer expenditures as a percentage of 
payrolls. This information will be found on pages 9-10 of the en- 
closed BLS Report No. 135, Wage Structure: Electric and Gas Utili- 
ties, September 1957. 


I am also enclosing a copy of our Bulletin No. 1232, en- 
titled Digest of 100 Selected Pension Plans Under Collective n- 
ing, Winter 1957-50- This bulletin provides a digest of the 
provisions of a variety of pension plans, including, for mlti- 
employer plans, information on employer contributions. This may 
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prove helpful to the Committee. ‘The enclosed article reprinted from 
the Mon Labor Review (Reprint No. 2268) summarizes some of the 

information (but not that on employer contributions) contained in the 
bulletin. I am also enclosing a copy of our release on union scales 
in the building trades for the fourth quarter of 1958. ‘This release 


shows employer contributions to pension funds that have been estab- 
lished in some areas for the crafts covered by the study. 


Since it may prove of use to the Committee, I should like 
to call your attention to a report issued biennially by the U. S. 
Chamber of Commerce on employer expenditures on fringe benefits, in- 
cluding pensions. I am also enclosing a copy of the most recent 


study in this series--Fringe Benefits, 1957. 
I trust that these materials will prove helpful. 


a 
em yours, 
/ 
Ewan Clague 


Commissioner of Labor Stati cs 
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Problems in 
Measurement of Expenditures 
on Selected Items of 
Supplementary Employee Remuneration 


EXCERPT 
5. Selected Items of Sappispoeniary Remuneration (IV). —The 
items of supplementary remuneration selected for study were: 


Paid vacations 

Paid holidays 

Paid sick leave 

Premium pay for overtime—daily, weekly, 
or for work on specific days as such? 

Premium pay for work on holidays 

Shift premium pay 

Pension plans 

Insurance, health, and welfare plans 

Legally required payments—Old Age and 
Survivors Insurance, unemployment com- 
pensation, workmen's compensation, and 
State temporary disability insurance. 


> The payment of time and one-half for work in excess of 40 


hours in the workweek is required by the Fair Labor Standards Act 
for workers engaged in interstate commerce or in the production of 
goods for interstate commerce. The Public Contracts Act, which 
applies to work on Government contracts in excess of $10,000, also 
calls for time and one-half for hours in excess of 8 per day. Thus, 
weekly overtime pay, and where applicable, daily overtime pay, may 
warrant consideration as "legally required payments." However, col- 
lective bargaining agreements and company personnel practice have 
modified the definition of 40 hours of work as expressed in FLSA by 
substantially liberalizing the definition of “hours worked" for purposes 
of qualifying for overtime payments. For example, holidays and ex- 
cused leave are widely counted as time worked for overtime pay pur- 
poses. Moreover, the practice of paying premium rates for all hours 
worked on Saturdays and Sundays, regardless of the number worked 
during the week, is becoming more prevalent. Assuming that it is 
desirable to account for the “legally required" portion of overtime 
pay, it would be necessary, but virtually impossible in a survey of 
this nature, to separate from the variety of overtime pay practices 


in American industry that portion which is based strictly on Govern - 
ment regulations. 
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Obviously, this is-a restricted list. Under the assumption 
that the selection of items would have to be limited so as not to over- 
burden the employer respondents, these items were selected because 
they are among the most common supplementary remuneration items; 
they account for a large part of total supplementary expenditures, 
however such a total is defined; and, with the exception of legally 
required payments, they are subject to collective bargaining. The 
Bureau's wage and industrial relations studies have for some time 
covered these items in terms of company and union policies; hence, 
it seemed logical to venture into the field of expenditure study in 
terms of these practices. 


Some private surveys have utilized a longer list or have 
relied upon the employer to account for all supplementary expendi- 
tures, as he would define them; some, including the surveys of the 
Chamber of Commerce of the United States, either have omitted 
premium pay of all types from the scope of the practices studied, 
or have presented premium pay expenditures apart from other expendi- 
tures. Since the term "fringe benefits" has been used in other sur- 
veys and might be applied to this study because of the convenience 
of that expression, it is important to emphasize that in the selec- 
tion of these items the Bureau did not intend to imply that they should 
be considered as "fringe benefits" or even as "benefits" to workers. * 
For this study, the items selected represent types of company expendi- 


tures going to workers, or paid on their behalf, which would not be 
accounted for in straight-time wage rates. 


The selected items presented no unusual problems of defi- 
nition, except for the overlap between holiday pay and premium pay 
for holiday work. Since it was necessary to separate expenditures 
incurred through the recognition of paid holidays and those resulting 
from work on paid holidays, it was also necessary to define holiday 
premium pay expenditures as the amount paid in excess of double 
time (see instructions). For insurance, health, and welfare plans, 
net rather than gross expenditures were requested (see instructions). 
For this category and for pensions, costs incurred by the establish- 
ment in the administration of these plans were excluded, partly be- 
cause of the difficulty of obtaining information (this administrative 
work is frequently tied in with other personnel functions) and partly 
because other practices studied also entail administrative costs which 
are not accounted for in the expenditure figures requested. 


A number of minor classification problems arising from the 
emphasis on expenditures for selected items rather than for all sup- 
plements combined were ignored in a choice between attaining a higher 
degree of precision in definition and further complication of the 
questionnaire. This was the case in such instances of overlapping 


* It should be noted that the terms "fringe" and "benefits" do 
not appear in the questionnaire and instructions. 
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expenditure classifications as shift premiums in vacation and holiday 
pay and overtime on holidays, and in problems peculiar to estab- 
lishments on continuous operations. 


6. Measures to be Computed.—For each of the items of 


supplementary remuneration covered, the following computations were 
planned for each establishment: 


Item expenditure x 100 


Percent of payroll Gross payroll 


Cents-perpayroll hour = Seem _eopaativare 
per-pay Total man-hours 


Item expenditure 
Total man-hours (less 


Cents-per-adjusted-payroll 


oom vacation, holiday, and 
sick leave hours) 
* Item expenditure 
Dollars per year per = Average number of 
employee 


production and related 
workers for the year 


For purposes of analysis, certain additional computations, 
based on the payroll and plant practice data requested, were planned. 
These included: Average vacation per employee, average vacation 
per employee receiving paid vacation, shift premium hours as a 
percent of total payroll hours, and gross average hourly earnings. 


7. Estimating Expenditures.—In a departure from usual 
Bureau practice, the respondents, in the absence of actual records, 
were requested to estimate or calculate expenditures for production 
and related workers and to indicate the basis upon which these esti- 
mates were made. This was done for two reasons: (1) To find out 
how companies estimated expenditures in the absence of expenditure 
records, and (2) to be able to identify and to evaluate the data which 
were estimated. Undoubtedly, this device increased the response to 


the survey; many companies, however, remained reluctant to attempt 
such estimation. 


The Sample Design 


The decision to limit the study to manufacturing industries, 
and to cover all manufacturing industries (rather than one), was made 
to obtain the maximum information concerning methodological problems 
for the minimum investment of resources. The inclusion of nonmanu- 
facturing industries would have spread the survey too thinly and would 
have made it necessary to consider a multitude of problems peculiar 
to such industries as retail trade and construction. On the other 
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hand, limiting the survey to one manufacturing industry, or to a 
segment of an industry, while possibly producing more conclusive 
data, would leave too large an unexplored area. 


The sample of establishments to which the questionnaire was 
sent was selected to represent all size groups above the minimum 
size limit of 20 employees set for the survey, all geographic regions, 
and all manufacturing industries. Starting with a list of establishments 
for each state, the method followed was to select, on a systematic 
basis, the number of establishments required so that each size group 


was represented in proportion to its relative importance in terms of 
employment, as follows: 


Size of establishment Sampling rate 


10,000 or more employees — All 

2,500 - 9,999 employees ~ Every 2d establishment 
1,000 - 2,499 employees Every 8th establishment 
500 - 999 employees Every 15th establishment 








250 - 499 employees _____ Every 36th establishment 
100 - 249 employees .__... Every 90th establishment 
20 - 99 employees -.__-..._.... Every 360th establishment 
Under 20 employees -......... Not covered 


The size of the sample resulting from this design (approxi- 
mately 1,100 establishments) was such that the rate of response, a 
key problem to be studied, could be ascertained for the various com- 
ponent groups. In principle, if all establishments were to return 
usable and reliable questionnaires, estimates of practices and expendi- 
ture levels, reasonably representative of manufacturing a8 a whole, 
could be derived. However, separate estimates for each particular 
industry would not be practicable with a sample of this size. Such 
a response, of course, was not expected. $ What was hoped for was 
a return of about 500 usable questionnaires, broadly representative 
of the sample, which would provide an adequate basis for examining 
the problems to which the study was directed. The conclusions arrived 
at might be tentative but they would represent an advance over present 
knowledge. This rate of response, it was believed, would be suf- 
ficient to reflect relatively uncommon situations. The nature and char- 
acteristics of the response and nonresponse are examined later. 


The method of selection yielded a number of establishments 
of the same multiplant company or a single establishment of a multi- 
plant company. Presurvey discussions with a number of management 


5 The techniques normally used in the Bureau's industry wage 


surveys conducted by means of mail questionnaires, in which non- 
responding establishments are covered by actual plant visits, were 


not applied to this study because of the costs.involved and the limited 
objectives of the study. 


37456 O—539—— 23 
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representatives had pointed to the probability that many multiplant 
companies would have exceptional difficulty in providing this type of 
information, particularly on insurance and pension expenditures, for 
a single plant or an arbitrary combination of plants. Allowing such 
companies the option of providing information for all plants combined, 
it was believed, would facilitate response. In the instance of a se- 
lection of a single plant, this was accomplished by the following in- 
struction in the box heading of the questionnaire: 


In the case of multiplant companies, a report 
covering the plant identified on the accompanying 
letter would be preferred. However, multiplant com- 
panies may report for all plants if records are main- 
tained on that basis. Whichever alternative is se- 
lected, it is essential that all of the information 
supplied relate to the same unit. 


When more than one plant of a company was selected, a flyer 
was attached to the questionnaire with the following instruction: 


A separate report for each plant is preferred. 


Ifyour supplementary remuneration programs and 
practices, as wellas the types of records kept, are the 
same in each plant, and if you feel that a single report 
for one plant would be representative of your company, 
then such a report for one plant may be furnished. 


Ifexpenditure records on supplementary employee 
remumeration iterns are kepton a COmpanywide basis, 
and if you prefer to make one report covering all 
plants of the company, sucha report will be acceptable. 


The questionnaires were mailed in April 1954, which allowed 
ample time for companies to have completed their normal summari- 
zation or review of expenditures for the calendar year 1953. 


In accordance with usual Bureau practice in mail wage sur- 
veys, a selected group of key companies were visited by Bureau rep- 
resentatives for the purpose of putting the questionnaire in the hands 
of the appropriate official, explaining the background and purpose of 
the study, and working out arrangements for single-plant or multi- 
plant reporting. 


One followup letter was sent to all nonrespondents. Pre- 
liminary editing of the returns necessitated a number of requests for 
clarification of data or for omitted data. Unfortunately, due to time 
and staff limitations, this could not be done in all instances of omis- 
sions or of apparent discrepancies, as the following analysis will show. 


The findings of the survey are discussed in this report under 
three main headings: Characteristics of the Response; Establishment 


a and Reporting Practices; and Factors Affecting Expenditure 
evels. 
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Characteristics of the Response 


The feasibility of a mail questionnaire survey of this type 
should be evaluated with respect to: (1) Rate of response, or the 
proportion of the companies solicited for cooperation which returned 
usable questionnaires; (2) balance, or the structure of the response 
as compared with the structure of the original sample, and (3) the 
reliability of the data as to the manner in which questions were in- 
terpreted, the ability of the respondents to provide the type of infor- 
mation requested, and the care exercised in computing or compiling 
the data. Because no fixed standards exist against which these fac- 


tors can be measured in a study of this type, evaluations must nec- 
essarily be tentative. 


Rate of Response 


The survey yielded a response rate of 50 percent, or 550 
returns out of 1,105 solicited. The rate of response here is meas- 
ured by the usable questionnaires received. A usable questionnaire 
was not necessarily a complete one. The letter accompanying the 
questionnaire, and the box heading on the questionnaire itself, urged 
companies to answer as many questions as possible and to indicate 
the reasons for their inability to answer other questions. Many com- 
panies thus returned partially completed questionnaires. These re- 
turns were classified as usable if the basic data on payrolls, man- 
hours, and employment were supplied and if Section IV, dealing with 
records and expenditureg for selected items, was answered at least 
in part. A number of questionnaires were eliminated because of 
multiple discrepancies or omissions in the data requested, which in- 


dicated inability om the part of the respondent to supply reliable 
information. 


The rate of return by industry group (table 1) revealed re- 
latively low response levels for some groups, notably those in which 
small establishments predominate, e.g., apparel manufacturers (21 
percent) and lumber and wood products companies (29 percent). Var- 
iations among specific industries within industry groups were of 
course much wider than these data show. However, the significance 
of the differences in response rates among industries, insofar as an 
all-manufacturing survey is concerned, is centered in the totals for 


6 To facilitate the analysis of response rates and the substan- 
tive data reported, the manufacturing industries covered were divid- 
ed into three groups, in accordance with industry gross average 
hourly earnings data compiled by the Bureau for the year 1953. The 
groupings were established, arbitrarily, as follows: Group I—less 
than $1.65 an hour; Group II—$1.65 to $1.89; Group II-—$1.90 and 
over. For convenience in discussion, the terms “low wage," '"me- 
dium wage," and “high wage" groups will be used. 
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the three wage groupings into which the industries were classified. ° 
The average rate of return for the low-wage group amounted to 42 
percent as against 54 and 55 percent, respectively, for the medium- 
and high-wage groups. The question of whether this differential re- 
turn has an appreciable effect on average expenditure levels will be 
examined later. 


On a regional basis, returns lower than the average were 
received from companies in the South, comprising the South Atlantic, 
East South Central, and West South Central States (table 2). On the 
whole, variations in response among regions were not large. How- 
ever, a relatively low rate of response from companies with plants 
in more than one region was encountered. This appeared to be due 
to the difficulties of reporting in multiplant situations and (perhaps 
a related factor) to the unwillingness of several large multiplant com- 
panies to participate in the survey. 


Although the low response rate (25 percent) for establish- 
ments employing fewer than 100 production workers, as shown in 
table 3, may reflect the inability of small companies to report infor- 
mation of the type requested, it conforms to the usual experience of 
agencies conducting mail questionnaire surveys. Significantly, how- 
ever, the response from plants employing between 100 and 500 work- 
ers (50 percent) was close to the average for the larger establishments. 


Multiplant Reporting 


Multiplant companies responding to the questionnaire had the 
option of providing information for a single plant (separate reports 
if more than one plant was selected in the sample) or of providing 
data for a combination of plants or for all plants. Although it was 
not possible to identify all of the establishments in the sample which 
were partof a multiplant organization, it would appear from the re- 
turns that multiplant companies preferred combination reporting to 
providing data for selected individual plants. Of the 550 usable ques- 
tionnaires, 96 covered more than 1 plant—37 covered 2 plants, 38 
covered from 3 to 10 plants, 9 covered more than 10 plants, and 12 
covered an unreported quantity. Only 16 multiunit companies fur- 
nished separate plant reports—13 provided 2 reports, and 3 provid- 
ed 3 reports.’ 


7 As a consequence of multiplant or companywide reporting in 


a substantial number of cases, the coverage of the survey can be 
described precisely neither in terms of establishments ror of com- 
panies. Strictly speaking, the 550 schedules represent 550 report- 
ing units (whether company or establishment). However, since the 
bulk of the returns represent establishments, that term is used in 
this report for sake of convenience. 
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TABLE 1.—Rate of return of usable questionnaires by industry group 


Usable returns 
Industry group’ Number 


solicited 


Group I ; 
Food and kindred products 
Tobacco. 
Textiles . 
Apparel 
Lumber and wood products —.... 
Furniture and fixtures 
Leather and leather products ___ 
Miscellaneous manufacturing 
Group II. 
Paper and allied pre 
hemicals and allied prod 
Stone, clay, and glass products 
Fabricated metal! products 
Electrical equipment — — . 
Professional and scientific equipment —__ 


Group Hl ............... 


Ordnance and accessories ..._ 
Printing and publishing ——. 
Petroleum and coal products 
Rubber products -....... 
Primary metal industries 
Machinery (except electrical) 


Transportation equipment —. 


* For industry groupings, see footnote 6 


+—Rate of return of usable questionnaires by region 


umber Usable returns 


solicited 


Number Percent 


All regions -.. aneeacetereses . 1,105 $50 50 


Interregional -....._.. 
New England - 

Middle Atlantic 

East North Central 
West North Central —... 
South Atlantic anon 
East South Central —_. 
West South Central -.. 
Mountain —..... 

Pecific ..-....— 


TABLE 3.—Rate of return of usable questionnaires by size of unit covered 


Usable returns 
Number 
Size of unit covered solicited 


Number Percent 


50 


All units —--———--------~-----——---— 
20 to 99 employees ————--——~ 
100 to 499 employees 
$00 to 999 employees 


1,000 to 4,999 employees — 
5,000 employees and over —- 
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Multiplant reporting was especially predominant in the chem- 
icals and primary metals industries. In number of workers covered, 
the multiplant reports accounted for a disproportionate share of the 
total response. This factor among others precluded the presentation 
of data in terms of number of workers. 










Other Characteristics of the Response 


Requesting data for the calendar year appeared to present 
relatively minor difficulties.* Only seven reports covered a fiscal 
period differing from the calendar year. 











A few reports covered a group of workers other than pro- 
duction and related workers. Of these, the most common deviation 
was the coverage of all employees, followed by “hourly employees" 
only. These questionnaires, however, appeared to be internally con- 
sistent with respect to the information reported and were therefore 
included among the usable questionnaires. 












The accuracy and reliability of the information supplied are 
difficult factors to assess, as will be stressed at various points in 
this report. This was undoubtedly a complex questionnaire to many 
companies; probably a large partof the sample had never before re- 
sponded to such an inquiry concerning expenditures for supplementary 
remuneration. Many responses appeared to indicate that the coop- 
erating company normally did not compile precise expenditure data 
for its own purposes. In a large sense, therefore, the survey was 
an experimental one, both to the Bureau and to the respondents, and 
must be evaluated in that light.? 















The questionnaires were examined for inadvertent omissions 
and for obvious discrepancies. Omission of expenditure data for 
legally required payments was, of course, readily detected; inadvert- 
ent omission of other expenditure data became obvious when the 
practice was reported to be in effect. Discrepancies in payroll, 
man-hour, and employment data, andin practices and expenditure 
levels, were less apparent and could be recognized only when the 
error appeared to be large. In general, overstatement was more 




















The questionnaire requested data for the calendar year 1953. 
However, if data had to be computed on another basis, respondents 
were asked to write in the period covered by the report. Reference 
to certain problems in calendar year reporting will be made later in 
this report in connection with legally required payments. 

In letters accompanying questionnaires, some companies ex- 
pressed concern about their own lack of exact data. One large mul- 
tiplant company requested a number of blank forms in order to 
conduct its own survey among its many plants. Other companies 
expressed an interest in appropriate accounting procedures. 
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easily detected than understatement. About 115 letters’ seeking 
clarification of data or requesting omitted figures were sent to re- 
spondents; all but a few were answered satisfactorily. Probably be- 
cause omissions or discrepancies in legally required benefits were 
most readily detected, these were most frequently mentioned in the 
supplementary letters of inquiry, most of which covered more than 
one item. Other leading subjects of inquiry were (in order of fre- 
quency) insurance expenditures, shift premiums, pension expenditures, 
and holiday pay expenditures. A few clearly questionable entries on 


premium overtime expenditures were later excluded from the tabu- 
lated data." 


The Final Sample 


The 550 usable questionnaires, discussed above with re- 
spect to industry, region, size of establishment, and multiplant cov- 
erage, constituted the sample upon which analysis was based. It is 
important to examine the representativeness of this sample in rela- 
tion to a question pertinent to all expenditure surveys: Were estab- 
lishments with higher wages, more supplementary practices, more 
liberal practices, and therefore larger expenditures on supplementary 
remuneration more likely than other establishments to respond to 
this questionnaire? 


There are two ways of approaching this issue: (1) By visit- 
ing the nonresponding companies to obtain sufficient information to 
determine whether the response is biased and in what manner; or 
(2) to compare the characteristics of the final sample with what is 
known about manufacturing as a whole. Since the resources availa- 


ble for this pilot study were limited, the second alternative was 
used. 


If the existence of collective bargaining, in itself, is an in- 
dication of the types and levels of expenditures, the sample appears 
to be adequate in this regard. Approximately 75 percent of the 550 
establishments covered reported collective bargaining agreements in 
effect for a majority of production and related workers. A corre- 
sponding proportion covering manufacturing establishments in 17 major 
labor market areas recently surveyed by the Bureau was 74 percent. - 


1 One of the major reasons for sending these letters was to 
find out if the companies could supply the missing data or could ex- 
plain the discrepancies. This practice necessarily had to be restric- 
ted to obvious errors and by no means assumed reliability of data 
in other questionnaires. 

Despite instructions to the contrary, a few reporting com- 
panies apparently included all payments for overtime hours instead of 
only the premium part of such payments. 

2 See Extent of Collective Agreements in 17 Labor Markets, 
1953-54, Monthly Labor Review, January 1955. 
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The most recent Bureau estimate of the proportion of manufacturing 
plant employment covered by collective bargaining agreements, based 
on 1946 data, was approximately 70 percent,! Although these 3 
ratios are not directly comparable for a number of reasons, it would 
appear that the proportion of organized establishments represented 
in this sample does not deviate appreciably from the "true" pro- 
portion; at the most it would appear that unionized firms are slightly 
overrepresented, 
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As to the prevalence of individual benefits, no significant 
bias is revealed in the final sample. All establishments, of course, 
were obligated to make the legally required payments. All establish- 
ments, presumably, were covered by the Fair Labor Standards Act 
provisions on the payment of premium overtime rates. A substan- 
tial proportion of the establishments reported overtime hours worked 
during the course of the year. An analysis of the prevalence of vol- 
untary or negotiated practices (paid vacations, holidays, sick leave, 
shift premiums, insurance, and pension plans), based on the 550 
questionnaires, indicated that, on the whole, establishments in the 
low-wage group and establishments in the South tended to have fewer 
such practices in effect. The prevalence of these practices was also 
greater in the larger establishments.'* Thus, to the extent that low- 
wage establishments, small establishments, and establishments in the 
South are underrepresented in the sample (tables 1, 2, and 3), there 
is a presumption of an upward bias. 


However, the slight effect of a bias of this type can be dem- 
onstrated by consideration of an extreme case—the effect underrep- 
resentation of small establishments has on the overall prevalence 
of pension plans. Only 17 percent of the establishments with fewer 
than 100 workers reported a pension plan in effect, as compared with 
84 percent of the establishments with 5,000 or more workers; for 
all establishments combined, the percentage amounted to 56.4. Ap- 
plying a weight of 2 to the small establishments (or assuming a 
response twice as large as actual) would reduce the proportion of 
establishments with pension plans to 53.5 percent, a drop of approx- 
imately 3 percentage points.'* If the purpose of the survey were to 
compute average cents-per-hour expenditures covering all establish- 
ments in the sample, the difference between the actual returns and 
returns adjusted in this manner to account for the underrepresenta- 
tion of small establishments would be in the neighborhood of one- 
fifth of a cent, assuming equivalent levels of pension expenditures 
for small and large establishments. 


‘3 See Extent of Collective Bargaining and Union Recognition, 
1946, BLS Bull. 909. 
‘4 Industry, region, size of establishment, and unionization are, 
of course, interrelated factors, 
On the other hand, the adoption of a cutoff point for the sur- 
vey of 100 workers would increase the proportion to 59.6 percent. 











AMENDING THE RAILROAD RETIREMENT ACT OF 1937 355 


For the response as a whole, establishments in the following 
proportions reported supplementary practices in effect: Paid vaca- 
tions 99 percent; paid holidays 90 percent; sick leave 19 percent; 
pension plans 56 percent; and some type of insurance 93 percent. 
These figures offer no evidence of significant upward bias on the 
basis of such information as is available concerning the prevalence 
of these practices in manufacturing industries.'® This is not to say 
that these proportions are truly reflective of the universe of manu- 
facturing establishments employing 20 or more workers; the question 
considered here, as previously noted, is simply whether the re- 
sponse is significantly overweighted by establishments with extensive 
supplementary benefits. The necessarily qualified answer is that if 
there is an upward bias in practices, it is’ not sufficiently large to 


have an appreciable effect on the type of aggregate data presented 
in this report. 


Since the level of wages is a factor affecting expenditure 
levels for some items, an overstatement of expenditures in cents 
per hour might be inferred if the response were weighted overwhelm- 
ingly by the high-wage establishments in each industry. By com- 
puting gross average hourly earnings for each questionnaire (gross 
payrolls divided by total iatt- habemel and by averaging these figures 
for each industry and for all questionnaires, a combined average of 
$1.83 was obtained. The Bureau's series on gross average hourly 
earnings showed an average of $1.77 for all manufacturing in 1953, 
or a difference of approximately 3 percent. The sample averages 
exceeded the Bureau's basic figures for 1l industry groups and were 
lower for 5. These averages are computed in different ways; as- 
suming, however, that the averages are comparable, an overrepre- 
sentation of high-wage establishments would be indicated. Here, 
again, the difference is small; and as it becomes further diluted in 
the expenditure ratios computed, it may well be considered negligible. 


Although the above analysis indicates that this survey re- 
sponse is not significantly biased in the direction of high-wage firms 
and firms with exceptional benefit programs, such a probabilit: should 
not be discounted for other samples or for subgroupings among the 
550 questionnaires covered in this report. The desirability of ex- 
cluding establishments with fewer than 100 emplovees from expendi- 


ture surveys is immediately presented as a practice meriting serious 
consideration. 


The Nonresponse 


As mentioned previously, the nonresponse was not surveyed, 
hence its characteristics cannot be definitel. determined. By infer- 
ence and by assuming that the original sample was truly representa- 
tive of all manufacturing, the nonresponse could be presumed to have 





16 Chiefly, the Bureau's community wage surveys and studies 
of union agreement provisions. 
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characteristics which are the inverse of those noted above for the re- 
sponse—that .s, a higher proportion of small establishments, perhaps 
somewhat less unionization, perhaps fewer benefits, perhaps a lower 
average wage level (all of which are related factors). The nonre- 
sponse, however, is comprised of two parts (1) the establishments 
which failed to respond at all to the Bureau's requests, and (2) the 
establishments which submitted unusable questionnaires or letters ex- 
plaining why they could not or would not participate in the survey. 
Over 170 replies of the latter type were received; an analysis of 
these replies should shed some light on the matter of nonresponse. 


































Clearly, an important cause of nonresponse or inadequate 
response was the lack of company records or the amount of time re- 
quired to summarize available records. As one personnel director 
wrote: 





The amount of time involved that would be re- 
quired to give you sufficient information . . . would 
be extremely demanding upon us. Our records are 
not kept in a manner so that the basic information 
that you are requesting would be immediately availa- 
ble. . . . In order to gather this information for 
you would involve, in addition to my own time and 
members of my department, some time spent by the 
chief accountant, chief payroll clerk, chief time- 
keeper and members of their departments. 


An official of a large multiplant company stated: 





Our main problem stems from the lack of sum- 
maries or breakdowns on the specific items on which 
information is desired. In most instances, it would 
mean culling the records for 1953 to develop the 
data, which would be a long tedious task. In other 
instances, no attempt is made to keep a_ separate 
record of the expenditure in question. The ques- 
tions on pension and insurance plans cannot be an- 
swered because we have national coverage involv- 
ing all types and classifications of employees with 
no attempt made to break down expenditures by in- 
dividual units. 


In part, difficulties arose in meeting the requirements of the 
questionnaire, particularly with respect to its limitation to produc- 
tion and related workers. For example: 










17 





As was to be expected, a number of establishments in the 
Original sample were out of business, employed fewer than 20 work- 


ers at the time of the survey, or could not be located (classified as 
nonresponse). 
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While wenefits paid to or on behalf of individ- 
uals can be traced to basic records such as clock 
cards, earnings records, and insurance premium 
listing statements, we do not have general ledger 
summaries of amounts paid to "production and re- 
lated workers." In many instances, the supplemen- 
tal payments are charged to the same accounts as 
regular earnings. . . . Premium payments are not 
segregated from regular earnings in our accounting. 


official wrote: 


The information requested in this survey could 
be obtained, if necessary, but it would take consid- 
erable time and effort to segregate and accumu- 
late the data for production and related workers. 


Many of the unusable questionnaires received reflected the 
difficulties indicated above plus a reluctance to estimate expenditure 
levels in the absence of precise records. 


Refusal to respond at all is, of course, a factor in all vol- 
untary surveys. In this case, several companies expressed to Bu- 
reau representatives a lack of interest or usefulness in the subject 
studied; some thought that the availability of this type of information 
could be used to their disadvantage in collective bargaining. Such 


nonrespondents who objected in principle to this survey are believed 
to be a small minority. 
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Wage Structure: Electric and Gas Utilities, September 1957 


(EXCERPT) 


Employers were not limited to reporting actual expenditures data. In 
the absence of expenditures records, they were requested, where possible, to 
provide estimates. As a result, four types of figures were provided consisting 
of actual or estimated data relating either to all workers or to nonsupervisory 
workers as shown in the following tabulation: 


Number of systems reporting 
Total number expenditure data for — 
of systems ee ee eee, 
reporting Nonsupervisory Al 
usable data employees employees 


No expendi- 


Expendi- tures Actual Estimated Actual Estimated 
tures incurred figures figures figures figures 


Paid vacations a 189 81 53 47 8 
NE ici aitccrtesinerninn 181 76 54 44 
Paid sick leave (excluding 

insured plans) 179 95 35 49 
Premium pay for overtime and 

for work on holidays -...-...- 164 73 48 37 
Shift-premium pay ----.-~.-~.-- 88 89 32 4L 
Pension of retirement plans i8l 6 47 73 
Insurance, health, and 

Rp 185 65 65 
Old-Age, Survivors’, and 

Disability Insurance ~......_.... 188 77 70 
Unemployment compensation 187 83 7 64 
Workmen’s compensation 174 76 4 61 


Comparisons of data based on estimated figures with those based on 
actual records showed relatively slight and inconsistent differences for the 
items studied. The inclusion of estimated figures are believed to have pro- 
duced no appreciable changes in the survey results. Similarly, the inclusion 
of expenditures data relating to all workers does not appear to have changed 
final results significantly. Median employer expenditures based on all-worker 
data were similar to those based on nonsupervisory workers for most of the 
items studied as shown below: 


Median expenditures (expressed as a 
percent of gross payroll) of systems 
reporting data for ~ 


Nonsuper- 
visory All 
workers workers 


Paid vacations 

Paid holidays . 

Paid sick leave (excluding 
insured plans) 

Premium pay for overtime and 
for work on holidays 

Shift-premium pay 

Pension or retirement plans 

Ins. cance, health, and 
welfare plans 

Old-Age, Survivors’, and 
Disability Insurance 

Unemployment compensation 

Workmen's compensation 


1 More than half of the companies reporting on an ‘‘all worker’’ basis had no ex- 
penditure for this item. , 
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The computation of median employer expenditures includes data for all 


systerng reporting including those having no expenditures for the selected 
benefits. |! 


The similarity in the expenditures reported for all workers and for 
nonsupervisory workers can be attributed to several causes. The number of 
supervisory workers is relatively small. Furthermore, the differences in 
benefits for these two groups, even if moderately large in dollar terms would 
be less apparent on a percentage basis, since the volume of benefits is scaled 
essentially to the level of earnings. 


For many of the selected supplementary benefits studied there was a 
wide range in expenditure levels among employers. The following tabulation 
indicates the median system expenditure for each item, '* the range of expendi- 
tures for the middle half of the systems, and the range for the middle four-fifths: 


Employer expenditures expressed as percent of gross payroll 
lS Seana ageeenenenens enemies 


Total number Range of Range of 
of systems . middle middle 
reporting Median 50 percent 80 percent 


Dold weneeheee: sneictdstirctstiniiitin 189 3.9 3.6-4.4 3. 
Paid holidays 182 2.6 2. 2°3.1 1. 
Paid sick leave (excluding 


insured plans) 181 1. 1. 2-2, 0. 
Premium pay for overtime and 

for work on holidays -~-.-------. 165 ’ 8-5. 
Shift-premium pay 172 
Pension or retirement plans 187 


Insurance, health, and 

welfare plans ---.-...-.....-.-.- 187 
Old-Age, Survivors’, and 

Disability Insurance 188 
Unemployment compensation 187 
Workmen’s compensation -....... 176 


The total number of utility systems reporting expenditures data was 
somewhat less than the 226 providing earnings information and varied slightly 
according to the selected items, because of variations among the systems in 
their abilities to provide the requested information. 


1. This procedure is in contrast with the 1953 study, Problems in 


Measurement of Expenditures on Selected Items of Supplementary Employee 
Remuneration (BLS Bull. 1186). That study limited the computation of 
average expenditures to establishments having some expenditures for the 
benefits. 

12 The median expenditure is the value above and below which half the 
employer expenditures were found. This measure was used to reduce the 
influence of possible reporting errors. The calculation of an employee- 
weighted mean was made difficult by the nonresponse of a number of large 
employers. 
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Characteristics of Pension Plans 


An Analysis of the Principal Provisions 


of 100 Selected Pension Plans under 


Collective Bargaining, Winter 1957-58 


WALTER W. KOLODRUBETZ* 





THE PRIMARY PURPOSE of & pension plan is to 
provide an income for life to workers who retire. 
Despite this common basic purpose, pension 
plans—still:a relatively new development insofar 
as many wage earners are concerned—differ 
widely in their rules, requirements, and benefits. 
They are subject to modification as conditions 
change, particularly if they come within the area 
of collective bargaining. Although pension plans 
may not change as frequently as health and insur- 
ance plans, which are essentially short-term com- 
mitments, or other provisions of collective bar- 
gaining agreements, bargaining experience of 
recent years, and changes in the Social Security 
Act which stimulate adjustments in private plans, 
have demonstrated that pension plans, too, must 
be considered as fluid rather than static programs. 


Scope of Plans 


This article describes the principal features of 
pension plans under collective bargaining as of 
late 1957 and early 1958. It is based upon a 
digest of 100 selected plans recently completed by 
the U. S. Department of Labor’s Bureau of Labor 
Statistics! The plans were selected because they 
covered large numbers of workers in major indus- 
tries, or illustrated different approaches to pension 
planning, or because of widespread public interest 
as manifested in inquiries received by the Bureau. 
Though the plans were not selected as typical or 
model plans or as @ representative sample of all 
plans under collective bargaining, their provisions 
illustrate the scope, substance, and variety of 
pension plans currently in effect. 


From the Morthly Labor Review, August 1958 
Reprint No. 2288 


The 100 pension plans studied included plans 
established for the first time as the result of col- 
lective bargaining and plans established originally 
by either the employer or the union but since 
brought within the scope of the agreement, at 
least to the extent that the agreement established 
employer responsibility to continue or provide 
certain benefits. The number of workers covered 
by each plan ranged from about a thousand to 
several hundred thousand. In total, about 3.3 
million workers under collective bargaining *? were 
covered, or roughly a third of the estimated 
number of workers covered by all pension plans 
under collective bargaining. Sixty-six of the plans 
were in effect in manufacturing industries (cover- 
ing approximately 2.1 million workers) and 34 in 
nonmanufacturing industries (covering approxi- 
mately 1.2 million workers). Sixty-one plans 
were restricted to single companies and covered 
slightly over 1.7 million workers. Multiemployer 
programs accounted for the remaining 39 plans 
but covered almost as many workers. Eighty-six 
plans, covering almost 2.9 million workers, were 
financed solely by the employer (noncontributory 
plans).* Fourteen were financed by both the 
employer and employee (contributory plans). 

*Of the Division of Wages and Industrial Relations, Bureau of Laber 
Statistics. 

1 Digest of One Hundred Selected Pension Plans Under Collective Bar- 
gaining, Winter 1957-88, BLS Bull. 1232 

+ Many plans were extended uniformly to cover workers outside the scope 
of the collective bargaining agreement. However, the coverage figures used 
represent only the number of workers under collective bargaining agreements 
covered by the plans. 

5 Three such plans gave the workers an option to contribute to a supple 
mentary plan to build up additional benefits. Two other plans provided 
the workers an option to contribute .o another plan which was in lieu of 


the basic noncontributory pension. In these cases, only the basic noncon- 
tributory plans were analyzed. 848 


UNITED STATES DEPARTMENT OF LABOR 
BuREAU OF LABOR STATISTICS 
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Participation Requirements 


Participation in a pension plan is not necessarily 
automatic for the newly hired worker. In order 
to participate in a pension plan, that is, build up 
credits toward retirement, the employee may be 
required to complete a specified period of employ- 
ment, reach a certain age, or both. Over one- 
fourth of the 100 plans studied contained such 
provisions (almost all of the contributory plans 
and about a sixth of the noncontributory plans). 
The minimum service and age requirements found 
generally ranged from less than 1 year to 5 years 
of service and from 25 to 35 years of age. In the 
absence of such requirements, the worker is 
eligible to join the plan upon employment or 
shortly thereafter. 

In addition to minimum participation require- 
ments, a plan may specify an age beyond which the 
worker cannot join the plan, e. g., age 45. Such 
a requirement is not common. However, older 
workers may also be excluded by requiring that 
the worker must have a certain number of years 
of service in order to receive benefits and by 
providing that service cannot be counted for 
retirement purposes beyond a specified age, e. g., 
age 68. To illustrate: A plan which required that 
a worker have 10 years of credited service to 
qualify for a benefit also specified that service 
beyond age 68 could not be counted for retirement 
purposes. As a result, newly hired workers age 58 
and over could not join the plan and still qualify 
for a benefit. 


Types of Benefits 


Three types of retirement benefits were provided 
by the plans studied, although not by each plan: 
Normal, early, and disability retirement. Under 
a normal retirement provision, the worker becomes 
entitled to a benefit, having otherwise qualified, 
upon reaching the normal retirement age specified 
in the plan. In general, this is the earliest age at 
which the qualified worker may choose to retire 
and receive the full benefit his length of service, 
amount of earnings, or both, entitles him to under 
the normal retirement provision of the plan. All 
plans made provision for normal retirement. 

All but 8 specified 65 as the normal retirement 
age. Seven specified 60, and the other one, age 70. 
Seven plans provided a lower normal retirement 


age for women. Specific service requirements had 
to be met in slightly over three-fourths of the 
plans. Ten and 15 years of credited service were 
the most common requirements found. In over 
two-thirds of the 100 plans, the worker must have 
been employed for 10 or more years to meet 
minimum qualifications for normal benefits. 

Under early retirement provisions (71 plans), 
a worker may retire prior to the specified normal 
retirement age and receive an immediate, but 
usually reduced, benefit. In contrast to normal 
retirement, under which retirement is at the option 
of the worker, early retirement in slightly more 
than a fourth of these plans was contingent upon 
the consent of the employer. Age and service 
requirements for early retirement varied con- 
siderably. Age 55 or 60 was the most common 
minimum age requirement found. In addition, 
& majority of the plans required the worker to 
complete 10 or 15 years of credited service in 
order to qualify. 

The purpose of a disability retirement provision 
(70 plans) is to permit workers who become totally 
and permanently disabled, and who do not qualify 
for benefits under the normal or early retirement 
provisions, to retire on an immediate benefit. 
In comparison to early retirement, less emphasis 
was placed on age requirements in qualifying for 
disability benefits. About three-fourths of the 
plans providing disability retirement did not con- 
tain age requirements. However, in comparison, 
minimum service requirements tended to be higher 
under disability than under early retirement pro- 
visions. In over three-fourths of the plans pro- 
viding disability retirement, 15 or more years of 
service were needed. 


Normal Retirement Benefits 


The amount of monthly pension to which the 
worker is entitled at normal retirement date is 
determined by the benefit formula provided in 
the plan. This formula usually takes into account 
the worker’s earnings, his credited service, or both. 
A feature which has received considerable emphasis 
under negotiated pension plans is provision for 
guaranteed minimum or alternative benefit for- 


¢ Plans generally provided that the worker must have been totally disabled 
for a specified period of time, usually 6 months, before he is eligible to receive 
a disubility retirement benefit. Most plans were very specific with respect 
to the qualifications and the procedures for determining the worker’s original 
and continued eligibility. 
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mulas. ‘Social security offset” provisions in the 
benefit formula * also affect the amount of retire- 
ment income the worker will receive from the plan. 
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Types of Formulas. Many variations in benefit 
formulas used to compute normal retirement 
benefits were found among the 100 plans studied. 
Most plans fell into 1 of 3 major categories: (1) 
The benefit varied by earnings and length of 
credited service in a variety of combinations; (2) 
the benefit varied by length of credited service 
alone; or (3) a flat amount was provided to all 
workers who complete a specified period of service. 

About a third of the plans in which the benefit 
formula was based on earnings and length of 
credited service used average earnings of the final 
(or high) 10 (or 5) years of service in computing 
benefits, while two-thirds used career earnings. 
Basic steel plans,’ for example, provided a monthly 
retirement benefit equal to 1 percent of average 
monthly earnings during the 120 months im- 
mediately preceding retirement multiplied by 
years of continuous service; the amount was then 
reduced by a flat $85 for the primary social 
security benefit under Federal old-age and sur- 
vivors insurance. 

The type of benefit formula in which the amount 
of benefit varied by length of credited service 
alone was illustrated by major programs in the 
automobile industry. These plans provided for a 
normal pension computed by multiplying a flat 
sum, e. g., $2.25, by the number. of years of 
credited service. The resulting amount was ex- 
clusive of any primary social security benefit the 
worker received. Some plans of this type speci- 
fied a maximum number of years of credited service 
to compute the benefit, e. g., $2.25 times years of 
credited service to a maximum of 30 years. 
Another variation was a formula under which a 
flat amount (e. g., $140 monthly, including pri- 
mary social security benefits) was provided to 
the worker who completed a specified period of 


§ The benefit formuls specifically includes al) or part of the primary benefit 
recetved by the worker under Federal old-age and survivors insurance. 

* For minimum benefit provided in these steel plans, see following seo 
tion of this article. 

Under current provisions of the Socta! Security Act, primary benefits are 
payable to qualified workers at age 65. Women may elect to receive s per- 
manently reduced primary benefit to begin at age @2. Since July 1, 1957, 
qualified workers bave been entitled to a disability benefit from age 50 to 65, 
if they become disabled as defined in the Social Security Act. When the 
worker receiving a disability benefit attains age 65, the disability benefit 
reverts to a primary benefit. : 
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credited service (25 or 30 years), with the benefit 
reduced proportionately for the worker with less 
service to a specified minimum, e. g.. $110 monthly 
for 15 years of service. 

The third type in which a uniform amount was 
provided to all workers who completed a specified 
period of service upon reaching normal retirement 
age was found in several multiemployer programs. 
These included plans negotiated by the Interna- 
tional Ladies’ Garment Workers, the Amal- 
gamated Clothing Workers, and the United Mine 
Workers (Ind.). Usually, the benefit was exclu- 
sive of any primary social security benefit to which 
the worker would be entitled. 


Minimum and Alternative Benefit Formulas. Many 
collectively bargained pension plans guarantee 
minimum pensions to all workers upon completion 
of a specified period of service at normal retirement 
age. "Among the plans studied, most minimum 
benefits were provided through a different formula 
than that which determined basic normal retire- 
ment benefits. In some plans, the minimum 
formula provided a higher benefit to lower earnings 
groups, while the basic normal retirement formula 
was effective only for the higher earnings groups. 

Among plans which provided a minimum bene- 
fit were those in which the basic formula was 
based on earnings and service, while the minimum 
was based on length of service alone. Many plans 
in the basic steel industry, for example, provided, 
in addition to the basic normal retirement 
formula previously cited, a minimum guarantee 
of $2.50 times years of service after October 31, 
1957, and $2.40 prior to that date, up to a maxi- 
mum of 30 years, with no social security benefit 
offset. A variation in this type of minimum was 
found in those plans in which the basic formula 
was based on earnings and service, but the mini- 
mum benefit was a flat amount which did not 
vary with either length of service or earnings. 
In other plans, the minimum was sometimes 
inherent in the basic formula as, for example, in 
@ uniform benefit type of formula or in a benefit 
formula which took account of service alone and 
stipulated the minimum service for which 
pension would be granted. 


Adjustment to Social Security Benefits. Private 
pension plans are generally considered as supple- 
ments to Federal old-age and survivors insurance.” 
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However, the normal benefit formulas of many 
private pension plans take into account the pay- 
ments to be received by the retired worker 
under the Federal program, by the use of a 
“social security offset.” 

Slightly less than a third of the 100 plans studied 
contained offsetting provisions (all, half, or a 
stipulated amount) applying to either the basic or 
minimum formula or both. This feature has an 
impact on the amount of benefit paid by the plans 
if changes in Federal primary social security 
benefits are later enacted. If total benefit levels 
are fixed under such plans, any increase in social 
security payments results in a decrease in the 
amount of money paid from the private plan. To 
illustrate: A plan provides $140 monthly, includ- 
ing primary social security benefits, at age 65 with 
30 or more years of service. If the worker’s 
primary social security benefit amounts to $108.50 
(the present maximum), the plan will pay $31.50. 
It is obvious that any increase in primary social 
security benefits would decrease the amount paid 
by the private plan. Under plans in which only 
half of the social security benefits were offset in 
the benefit formula, the worker will benefit, to 
some extent at least, by any future increase in 
social security benefit levels. Another approach 
was to freeze the social security deduction on the 
basis of the law in effect at the time the plan was 
established or negotiated. In this manner, all 
future increases in social security benefits will 
accrue to the worker. 

Without such a direct offset, the benefit formula 
may be designed to take into account differences 
in the amount of social security benefits that 
workers at different earnings levels may expect to 
receive. This was accomplished in the normal 
benefit formula of some plans by application of a 
smaller percentage (e. g., 1 percent) to the first 
$3,000, $3,600, or $4,200 of annual earnings, and 
a larger percentage (e. g., 2 percent) to earnings 
above such amounts, for each year of credited 
service. The usual reason for this approach is to 
counteract the relative advantage of lower paid 
workers under the social security benefit formula 
in terms of the proportion of preretirement income 
received after retirement. In some cases, benefit 
formulas of this type did .not keep pace with 
changes in the maximum taxable wage base under 
the Social Security Act. On the other hand, some 
plans were amended to allow automatic adjust- 
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ment of the benefit formula in case of any future 
changes in the maximum taxable wage base. For 
example, one plan provided “a monthly contribu- 
tory annuity equal to 1 percent of [the worker’s} 
basic monthly salary in excess of the amount sub- 
ject to social security tax... .” 


Variable Annuity and Cost-of-Living Plans. New 
types of plans receiving increasing attention in the 
pension planning field include variable or equity 
annuity plans and escalator plans which adjust 
annuities to changes in the Bureau’s Consumer 
Price Index. One plan of each type was included 
in this study. 

The variable or equity annuity plan consists 
basically of two parts—the benefit formula, which 
follows the usual pattern and provides a fixed 
benefit, and a variable benefit formula which 
adjusts the amount of benefit in accordance with 
the investment experience of the fund allocated 
to this portion of the plan. 

In the cost-of-living-type plan, the normal bene- 
fit formula is geared to the Consumer Price Index. 
In the plan studied, the annuity resulting from 
application of the basic benefit formula was 
adjusted at retirement, and periodically, there- 
after, to reflect changes in the Consumer Price 
Index. In a broader form (not covered in this 
study), a cost-of-living plan may adjust benefits 
as they are accrued to reflect changes in the price 
index as well as adjust retirement income after 
retirement, as just described. 


Amount of Normal Retirement Benefits. In order 
to evaluate and compare pension plans, it is 
necessary to compute the amount of benefits that 
the plans are expected to yield, assuming uniform 
conditions and certain arbitrary standards so that 
plan benefits are on a comparable basis. For this 
study, the following conditions and standards were 
adopted: 

1. The worker retires at age 65. 

2. The assumed service periods are in terms of 
future service (e. g., a worker retiring 25 years 
from now). Pension plan yields were projected 
into the future because past service credits may 
vary among workers covered by the same plan 
and because the procedure of dealing with past 
service varies so widely among plans. 

3. In order to provide illustrative amounts, 
benefits were computed on the basis of arbitrarily 
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selected average annual earnings levels (assumed 
to be constant throughout the period of service) 
and specific periods of credited future service. 
Selected for this purpose were average annual 
earnings levels of $3,600, $4,200, and $5,000, and 
future service periods of 25, 30, and 35 years. 
Current maximum primary social security benefits 
for the selected average annual earnings levels 
($98.50 for average annual earnings of $3,600, and 
$108.50 for $4,200 and $5,000) were included to 
provide the combined private-Government level 
of retirement benefits. 

4. Although some benefit formulas were inde- 
pendent of primary social security benefits, the 
private plan benefit was combined with maximum 
primary social security benefits in all cases, so that 
all plans would be on a comparable basis.* 

Of the 100 plans covered (which include 14 
contributory plans), more than half will provide 
the $3,600-a-year man with 25 years of service 
with a total retirement income (including the 
primary social security benefit) equal to at least 
half of his pay prior to retirement. (See accom- 
panying table.) At the $5,000 level, with the 
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* Subtracting $98.50 and $108 50 from the illustrative amounts shown in the 
accompanying table wil! not necessarily provide the benefit amount paid by 
the plan itself to an individual worker. Under plans which provide a benefit 
leve! including primary social security benefits, workers who do not receive 
maximum primary benefits may receive more from the private plans than such 
subtraction wouki indicate. 
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same service, about a fourth of the plans assure 
the retiree of half or more of his pay. At 30 and 
35 years, a similar disparity in proportion of 
income received by lower and higher income work- 
ers prevails in general. The relatively favorable 
treatment of the lower paid workers under the 
social security benefit formula accounts, in part, 
for this difference. Other factors include the 
influence of uniform benefit plans and plans 
relating benefits to service alone. 


Early Retirement Benefits 


In almost all of the 71 plans which contained 
early retirement provisions, the normal benefit 
formula was used in the computation of the 
benefit amount. In most cases, the figure deter- . 
mined by the use of this formula was then reduced 
to reflect the longer period of benefit payment 
which would result from early retirement and the 
shorter period of fund accumulation for the 
worker involved. This reduction was either an 
actuarial reduction (i. e., computed from actuarial 
tables) or a mathematical reduction. A mathe- 
matical reduction may reflect a true actuarial 
reduction, or it may be determined through 
collective bargaining on other grounds. For 
example, a plan provided a normal retirement 
benefit equal to $2.25 multiplied by years of 


Distribution of 100 ertariee pension plans under collective bargaining by amount of normal retirement benefit at age 65, including 


marimum primary socia. 


security benefit, for selected earnings levels and years of credited future service, winter 1957-58 ' 


Number of plans providing monthly retirement benefits to workers with average annual earnings of— 


Amount of monthly 
benefit 


All plans studied......._. 
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$140 and under $150.____ 7 
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$325 and over............. j- 


1 Benefit amounts are based on future service formulas, assuming a constant 
level of earnings and monthly social security benefit of $98.50 for 
600 per year, and $108.50 for workers earning $4,200 and 
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credited service, exclusive of primary social 
security benefits. For a worker who retired prior 
to age 65, this benefit was reduced 0.6 percent for 
each month his age was under 65. Under this 
plan, a worker who retired at age 60 with 25 years 
of service received $67.50 reduced by 36 percent, 
or $43.20 a month. 

When the normal retirement formula included 
primary social security benefits, the provisions of 
some plans provided that the estimated social 
security payment to which the worker would be 
entitled upon reaching age 65 would be deducted 
from the computed normal benefit level, subject 
to the type of reduction for early retirement 
previously described. Although early retirement 
benefits were payable immediately in all plans, a 
significant number of plans allowed the worker to 
postpone receiving retirement benefits until he 
reached the normal retirement age stipulated in 
the plan, at which point the normal benefit 
formula would apply, with servicecredits calculated 
up to the date of actual retirement. 

The early retirement provisions of 20 plans 
contained a level retirement income option (i. e., 
a social security adjustment option). The pur- 
pose of this optional method of computing the 
benefit is to provide a level income throughout 
retirement, although primary social security bene- 
fits are not available until age 65 (age 62 for 
women). A larger plan benefit than is actually 
due under the regular formula is granted until the 
primary social security benefit is received, so that 
monthly payments received prior to that time are 
equal to those received under the reduced plan 
benefit together with the primary social security 
benefit. 


Disability Retirement Benefits 


In the 70 plans providing disability retirement 
benefits, there were many variations in the 
formulas used to determine these benefits. Simi- 
lar to early retirement provisions, some plans 
based the benefit on the normal benefit formula, 
either in full or in reduced amount. Most plans 
in this study, however, adopted other approaches. 
Some plans provided uniform monthly benefits; 
others multiplied a uniform amount by years of 
credited service. In addition, many plans pro- 
vided for minimum monthly benefits. Generally, 


the disability benefit formulas were more liberal 
than those under early retirement provisions, 
presumably because the disabled worker is forced 
to retire for reasons beyond his control. 

The amendment to the Social Security Act in 
1956 providing disability benefits for the first 
time to qualified workers from age 50 to 65 had a 
definite influence on the disability formulas of 
many private pension plans. Some plans in this 
study reduced plan disability benefits by all or a 
part of any social security disability benefit the 
worker would receive. For example, plans in the 
basic steel industry provided that the worker 
receive the greater of three separate calculations: 
(1) $90 including ihe social security disability 
benefit; (2) 1 percent of average monthly earnings 
during the 120 months immediately preceding 
disability multiplied by years of continuous 
service, less the smaller of $85 for the social 
security disability benefit or the actual social 
security benefit in a workmen’s compensation 
ease, or (3) $2.50 times years of service after 
October 31, 1957, $2.40 prior to such date (years 
not to exceed 30), exclusive of the social security 
disability benefit. At age 65, under the plans, 
the benefit is recomputed on the normal retire- 
ment basis. 

When a disability pensioner reaches age 65, the 
benefit received is to be recomputed on the basis 
of the normal] benefit formula in more than a third 
of the plans. However, subsequent to the 1956 
amendment to the Social Security Act providing 
disability benefits to qualified workers, some plans 
were amended to pro vide for recomputation at the 
time the worker reccives a social security disability 
benefit. For example, plans in the automobile 
industry provided a c.sability benefit from the 
plan of $4.50 times years of credited service; but 
the disability benefit is to be recomputed when 
the worker receives social security disability bene- 
fits or at age 65, on the basis of the normal benefit 
formula of $2.25 times vears of credited service, 
exclusive of any social security benefit. 


Vesting 


In addition to the retirement provisions previ- 
ously described, 54 of the 100 plans contained 
provisions for vesting. Vesting may be defined 
as a guarantee to the worker of a right or equity 
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in a pension plan based on all or part of the 
employer’s contributions made in his behalf 
should his employment be terminated before he 
becomes eligible for regular retirement benefits.’ 
This equity, of course, would not be as large 
as if he had worked until normal retirement age. 

The predominant type of vesting found in this 
study was deferred full vesting (45 plans). Under 
this provision, the worker retains a right to all 
accrued benefits after he attains a certain age 
and/or completes a specified period of employ- 
ment or participation in the plan. A deferred 
graded vesting provision (2 plans) gives the 
worker a right to a certain percentage of accrued 
benefits after he fulfills specified requirements. 
This percentage increases as additional require- 
ments are fulfilled, until the worker is entitled 
to the full benefit. For example, a plan required 
10 years of participation for the worker to acquire 
vested rights to 50 percent of the employer's 
contributions; an additional 10 percent was 
vested for each year of participation thereafter, 
until full vesting was attained after 15 years 
of participation. None of the plans contained 
provisions for immediate full vesting of benefit 
rights upon participation in the plan. 

Vesting usually took the form of assurance of a 
retirement benefit commencing at normal retire- 
ment age. A number of plans offered the option 
to receive such benefit at an earlier age (usually 
the early retirement age) in reduced amount. 
For example, one plan provided that the worker 
shall: 


receive a deferred pension commencing at age 65 and equal 
to the normal pension to which he would have been en- 
titled on the basis of his credited service and contributions 
to the date he ceased to be a member, or a pension of the 
same actuarial value, commencing at such earlier date 
as the member may designate, provided such date be not 
prior to his 55th birthday and not less than 1 year after 
the date on which such designation is made. 
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However, a few plans offered the terminated 
worker the choice of receiving deferred retire- 
ment benefits or an immediate cash payment. 
Two plans granted only cash benefits upon ful- 
filling the requirements for vesting. 


* Under all the contributory plans in this study, the worker was permitted 
to withdraw his own contributions, with or without interest, when term!- 
nated. However, in all of these plans, withdrawal of contributions meant 
loss of benefits purchased by employer contributions. Also, in some of the 
contributory plans the terminated non vested worker could elect to leave his 
own contributions in the plan and receive a benefit purchased by bis own 
contributions. 
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The requirements for vesting varied greatly 
among the plans. All of the programs specified 
certain service requirements before the worker 
was vested. Most of the plans required 10 or 
more years of service, with 10 years being the 
predominant standard. Sometimes the worker 
was limited to actual years of participation in the 
plan, which required, in some plans with pre- 
participation requirements, an additional 1 to § 
years of employment before vesting was attained. 
Over half of the vested plans required attainment 
of a certain age in addition to meeting the mini- 
mum service requirements. 

In addition to age and service requirements, the 
nature of the termination or separation was an 
important factor in determining eligibility for 
vesting. Most of the plans permitted vesting in 
case of termination for any reason. However, 
some programs permitted vesting, the worker 
having otherwise qualified, only under certain 
circumstances. For example: 


any employee who shall be laid off and not recalled within 
2 years, or whose employment shall be terminated as a 
result of a permanent shutdown of a plant, department, or 
subdivision thereof, and who at the end of such 2 years 
or the date of his termination shall have reached his 40th 
birthday and at such time shall have 15 or more years of 
continuous service, shall be eligible, upon making appli- 
cation therefor as specified herein, to receive a deferred 
vested retirement pension. 


Optional Forms of Benefit Payment 


Benefit payments normally cease when the 
pensioner dies, unless provisions for continued 
benefits to a surviving beneficiary are provided 
under the plan. Increasingly, pension plans are 
providing optional methods of benefit payments, 
wherein the worker elects to receive a reduced 
benefit during his lifetime in order to provide for 
the continuation of some benefit to a beneficiary 
after his death. The worker must generally 
choose the option a prescribed time prior to retire- 
ment—usually 5 years. 

Of the 100 plans studied, 43 contained joint-and- 
survivor option provisions. Under this type of 
provision, the worker receives a reduced benefit 
with a guarantee that if he dies while his bene 
ficiary is living, payments at a predetermined rate 
will continue to the beneficiary for life. The 
actual provisions under which this option operated 
varied considerably among plans. For example, 
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in some plans the beneficiary to be designated — 


was limited to the spouse. Also, the benefit to 
be continued may be the same, one-half, or, in 
some cases, any selected percentage of the amount 
of benefit the retired worker received. For 
example: 


(a) At any time prior to the payment of benefits here- 
under, an employee may by a writing filed with the com- 
pany designate a beneficiary for the purpose of either of 
the following options: (1) To take a reduced pension 
payable to the employee for life and to the beneficiary for 
life, if the beneficiary survives him; or (2) to take a reduced 
pension payable to the employee for life with one-half of 
such reduced amount payable for life to the beneficiary, 
if the beneficiary survives him. 


Under a period certain option, provided by 5 
plans, the pensioner receives a reduced benefit for 
life, but if he dies before receiving a specified num- 
ber of payments (e. g., 120 monthly payments), 
the balance is continued to his beneficiary. For 
example: 


An employee may elect . . . a 120-payment certain pen- 
sion providing for a reduced pension payable during his 
life but if he should die before 120 monthly payments shall 
have been made, the balance of the 120 payments (shall) 
be paid to his designated beneficiary . . . 


Other optional forms found among the plans 
studied were the cash refund (1 plan) and the 
modified cash refund options (1 plan). The cash 
refund option provides that if total benefits re- 
ceived by the pensioner are less than the cost of 
purchasing the benefit at retirement, the balance 
is paid to a designated beneficiary. The modified 
cash refund option, on the other hand, provides 
that if total benefits received by the pensioner are 
less than the worker’s contribution (with or 
without interest), the balance is paid to a desig- 
nated beneficiary. 


Death Benefits 


Most workers covered by a pension plan under 
collective bargaining are also covered by a group 
life insurance policy under a separate health and 
insurance program. Under an increasing number 
of health and insurance plans, retired workers re- 
tain their life insurance coverage.’ However, a 
pension plan may also provide death benefits as a 
sort of protection to the equity of the worker in 
the plan. Thus, this study of pension plans 


covered provisions in the plans which would as- 
sure some payments to a worker’s beneficiary in 
the event of death before or after retirement, but 
it must be emphasized that such provisions do 
not account for all the protection available to the 
worker before or after retirement. 

Few noncontributory plans studied made pro- 
vision for the payment of benefits to a beneficiary 
in the event of death before retirement. In all but 
one contributory plan, under these same circum- 
stances, at least the worker’s accumulated con- 
tributions (with or without interest) were assured 
to his beneficiary in the form of a death benefit. 

Provisions for death benefits after retirement 
were provided by about one-sixth of the noncon- 
tributory plans. In some plans, the payment of 
death benefits depended on the type of annuity 
provided by the pension plan. Some plans, for 
example, guarantee retirement benefits for a pe- 
riod of 60 months. If the retiree dies within that 
period, the benefits are continued to his beneficiary 
until the guarantee is fulfilled. This type of pay- 
ment was an automatic feature of the plan and 
not to be selected by the worker. In the multi- 
employer plans which provided death benefits, the 
usual approach was to provide a small lump sum 
death benefit, or a benefit based in some way on 
contributions made to the plan on the worker’s 
behalf. In contributory plans, beneficiaries in- 
variably were assured the difference between the 
worker’s accumulated contributions (with or with- 
out interest) and retirement benefits received up 
to the time of death. Some contributory plans 
also provided an additional death benefit. 


Involuntary; Retirement 


One of the more controversial aspects of pension 
planning is providing for involuntary retirement 
based on age alone. Two types of involuntary 
retirement based on age alone are practiced: 
(1) Compulsory retirement, in which the choice 
as to whether the worker may continue on the 
job instead of retiring becomes the prerogative of 
the employer (and possibly the employer and the 
union) rather than the worker; and (2) automatic 
retirement, which irrevocably bans employment 
beyond a specified age. The following clause, for 





See Analysis of Health and Insurance Plans Under Collective Bargain- 
ing, Late 1955, BLS Bull. 1221 
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example, specifies a compulsory retirement age 
(65) and an automatic retirement age (70): “Only 
on a specific year-by-year approval of the company 
will an employee be continued in active service 
after age 65, and in no case beyond age 70.” 

Of the 100 plans studied, slightly over half in- 
cluded compulsory retirement provisions. About 
a third of these plans also contained automatic 
retirement provisions. Age 65 was the most com- 
mon compulsory retirement age, followed by age 
68. In plans with automatic retirement provi- 
sions, the ages ranged from 65 to 70. _ Most multi- 
employer plans had no involuntary retirement 
provisions. 
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Administration of Plans 


Administration of a pension plan can be broadly 
divided into two major areas of responsibility: 
(1) administration of the plan and (2) adminis- 
tration of funding (financial control). Adminis- 
tration of the plan concerns day-to-day operations, 
such as determination of eligibility, service credit- 
ing, interpretation of the plan, and application 
processing. Administration of funding generally 
deals with selection of medium of funding, adop- 
tion of funding methods, selection of actuary, 
investment policy, etc. 

Of the 100 plans studied, 49 were entirely em- 
ployer administered, that is, the employer has 
responsibility for all the functions necessary to 
carry out the provisions of the plan, including 
financial control and operation of the plan. The 


day-to-day operations of the plan may be assigned 
to the company’s industrial relations department, 


treasurer’s office, or personnel office. In some 
cases, a special pension committee may be estab- 
lished to operate the plan. Financial control can 
similarly be delegated to an insurance company, 
bank, or individual trustee. 

Under joint administration (39 plans), the pen- 
sion plan is administered by a management-union 
board of trustees. Most of these plans also pro- 
vide for a neutral trustee (tripartite board of ad- 
ministration), or for selection of neutral persons 
who vote in case of deadlock. In such plans, the 
trustees typically decide the type and amount of 
benefits and have full responsibility for the ad- 
ministration of the plan. A full-time administra- 
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tor may be appointed to handle the day-to-day 
operations of the plan. 

A combination of employer and joint adminis- 
tration was found in 12 plans. In these plans, a 
bipartite committee carries out administrative 
functions, usually as specified in the collective 
bargaining agreement. The employer generally 
retains responsibility for functions not allocated 
to the bipartite committee, such as financial 
control. 


Medium of Funding 


Medium of funding refers to the organization 
or type of organization through which plan bene- 
fits are underwritten or provided. Medium of 
funding is to be distinguished from the method 
of funding which refers to the technique by which 
the money required to provide benefits is accu- 
mulated or budgeted. 

Under a majority of the plans (69), contribu- 
tions were made to a trust fund. These funds 
were administered by a corporate trustee (bank 
or trust company) or by a board of trustees (or 
single trustee) appointed by the sponsoring party. 

Fourteen of the 100 plans were insured, that is, 
an insurance company was selected by the spon- 
soring party to underwrite the benefits of the plan. 
In a group-annuity insured plan (9 plans), contri- 
butions (in the form of premiums) are made to 
the insurance company and paidup units are pur- 
chased each year for each worker. The amount 
of retirement income for each worker at retire- 
ment is the sum of these paidup units. Under a 
deposit administration insured plan (5 plans), the 
contributions (in the form of premiums) are held 
as a fund by the insurance company. There is 
no allocation to the account of the individual 
worker, but accumulated funds are used to pur- 
chase the benefit for each worker at retirement in 
accordance with the provisions of the plan. 

Eleven plans used various combinations of the 
previously described funding media to provide 
benefits. For example, benefits payable under 
normal and early retirement provisions of a plan 
were insured while disability benefits were funded 
through a trust fund. 

Six of the 100 plans were unfunded; i. e., bene- 
fits were paid out of current income. 
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FRINGE BENEFIT growth, during recent years, has substantially improved em- 
ployee well-being, and has also increased the cost of doing business. 

Payments for vacations, holidays, rest periods, etc., constitute almost half 
of total fringe benefits. These payments are included in most government wage 
reports as a portion of employee wages. Such payments give employees increased 
compensation for each hour actually on the job. Thus, they also increase the em- 
ployer’s cost for each hour of productive labor. 

Pension, social security, and other employer payments for employee benefits 
are not part of the payroll, and are not reflected in current income or wages of 
employees. However, such benefits substantially improve employee security and 
well-being, and also increase the cost of doing business. 

Ten years ago the Chamber of Commerce noted the scarcity of statistical 
information regarding the scope and nature of fringe benefits, and conducted the 
first comprehensive fringe benefit study for a cross section of American industry. 
This study was widely and favorably received. At the request of employers it has 
been repeated biennially with extended coverage and in greater detail. 

Following the requests of many employers for up-to-date data, we have 
conducted this sixth study. This was possible only with the cooperation of the 1,020 
reporting employers who have sorted through their records to furnish the detailed 
information requested, frequently at considerable cost to themselves. We wish to 
thank them for their help. 

The American Hotel Association again sent copies of the questionnaire to 
its members, and as a result, this survey contains a more adequate representation 
of the hotel industry than some of our previous fringe benefit reports. We greatly 
appreciate this assistance by the American Hotel Association and its members. 

This survey was conducted in the Chamber’s Economic Research Depart- 
ment by Fred D. Lindsey, statistician. 


EMERSON P. SCHMIDT, Director 
Economic Research Department 


JUNE 1958 
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2. Summary of Findings 


1. Fringe payments vary widely among the 1,020 
reporting companies, ranging from less than 6% to 
over 60% of payroll. 

2. The average payment in 1957 was 21.8% of 
payroll, 47.4¢ per payroll hour, or $981 per year 
per employee. 

3. Industry payments ranged from 13.4% for 
hotels to 31.7% for banks, finance and trust com- 
panies. 

4. Highest payments were made in the North East, 
followed by the East North Central, the Western, 
and South Eastern regions. 

5. In a majority of industries fringe payments 
were higher than average for the larger companies, 
and lower than average for the smaller companies. 

6. Payments for pensions were reported by 81% 
of the companies, with pension payments in these 
companies averaging 5.1% of payroll. 

7. Ninety-seven per cent of the companies re- 
ported payments for employee insurance programs, 
with payments averaging 2.3% of payroll. 


8. Payrolls of reporting companies included 
93.9% for straight time, 2.8% for overtime pre- 
mium pay, 0.4% for holiday premium pay, 0.5% for 
shift differential, 1.8% for earned incentive or pro- 
duction bonuses, and 0.6% for other payroll items. 

9. Employee payroll deductions for fringe bene- 
fits included 2.1% for Old-Age and Survivors Insur- 
ance, 0.1% for Railroad Retirement, state cash sick- 
ness, and similar programs, 0.5% for pensions, and 
1.1% for life, hospitalization, surgical and other in- 
surance, 

10. Fringe payments for 102 identical companies 
increased from 15.0% in 1947 to 16.9% in 1949, 
18.7% in 1951, 19.6% in 1953, 21.7% in 1955, and 
23.7% in 1957. 

11. When a worker is hired today, or a new 
wage contract is agreed upon, the wage rates estab- 
lished no longer measure the cost of hiring labor, 
and the number of hours actually worked no longer 
measure the number of hours for which the em- 
ployer must pay. 
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-. Distribution of Fringe Payments 


FRINGE BENEFIT PAYMENTS varied widely among the 
1,020 companies reporting. At one extreme was a 
hotel paying less than 6% of payroll for fringes, while 
at the other extreme was a chemical manufacturing 
company, with fringe payments over 60% of payroll, 
more than $3000 per year per employee. Twelve 
firms paid less than 8% of payroll for fringes, while 
27 firms paid 40% or more. 


TABLE I. 


Per cent 
of payroll 


Per cent pater of Cents 


Under 6.0% 
6.0— 7.9 
8.0— 9.9 
10.0—11.9 
12.0—13.9 
14.0—15.9 
16.0—17.9 
18.0—19.9 
20.0—21.9 
22.0—23.9 
24.0—25.9 
26.0—27.9 
28.0—29.9 
30.0—31.9 
32.0—33.9 
34.0—35.9 
36.0—37.9 
38.0—39.9 
40.0 and over 


Under 8.0¢ 
8.0— 9.9 
10.0—11.9 
12.0—13.9 
14.0—15.9 
16.0—17.9 
18.0—19.9 
20.0—21.9 
22.0—23.9 
24.0—25.9 
26.0—27.9 
28.0—29.9 
30.0—31.9 
32.0—33.9 
34.0—35.9 
36.0—37.9 
38.0—39.9 
40.0—41.9 
42.0—43.9 
44.0—45.9 
46.0—47.9 
48.0—49.9 
50.0—54.9 
55.0—59.9 
60.0—64.9 
65.0—69.9 
70.0—74.9 
75.0—79.9 
80.0—84.9 
85.0—89.9 


IRAs 


~_ 
oa 


o_o 
im w& 


TOTAL 


90.0 and over 


TOTAL 


Cents per 
payroll hour 


Expressed as cents per payroll hour, the range was 
even more extreme. Four firms paid less than 8¢ per 
hour, while 31 paid 90¢ or more. On an annual basis 
five firms paid less than $200 per employee, while 
twelve firms paid $2000 or more. The distribution of 
fringe payments for the 1,020 companies is shown 
in Table 1. 

One-tenth of the firms paid more than 31.0% of 


Distribution of Fringe Payments, 1957 


Dollars per 
year per employee 


Dollars Number of 
compames 


Number of 
companies 
4 Under $200 

10 200— 249 
250— 299 

12 300— 349 
13 < 399 
12 


449 
499 
549 
599 
649 
699 


700— 749 
750— 799 
800— 849 
850— 899 
900— 949 
950— 999 
1000— 1099 
1100—1199 
1200—1299 
1300—1399 
1400—1499 
1500—1599 
1600— 1699 
1700—1799 
1800— 1899 
1900—1999 
2000 and over 


TOTAL 
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payroll for fringes, while one-fourth paid more than 
25.6%, as shown in Table 2. Half the firms paid 
more than 21.0%, three-fourths more than 16.6%, 
and nine-tenths more than 13.3%. The arithmetic 
mean or average payment was 21.8%. This was 
somewhat larger than the middle payment of 21.0%, 
since it was influenced by the high paying companies. 

Corresponding data as cents per payroll hour and 
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annual dollars per employee are also shown in 
Table 2. 

Within individual industries fringe payments also 
varied widely. Payments in the food industry varied 
from less than 8% to over 32% of payroll. Textile 
industry payments varied from less than 10% to over 
26%. The distribution of individual company pay- 
ments by industry is shown in Table 3. 


TABLE 2. Five Levels of Fringe Payments, 1957 


Item 


As per Cents per 





10% of firms paid more than 
25% of firms paid more than 
50% of firms paid more than 
75% of firms paid more than 
90% of firms paid more than 


Mean or average payment 


“_ 


Dollars per 
cent of payroll year per 
payroll hour employee 
31.0% 72.0¢ $1478 
25.6 58.3 1188 
21.0 45.8 956 
16.6 34.8 729 
13.3 22.8 478 


21.8% 47.4¢ $ 981 
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4. Average Fringe Payments 


1957 FRINGE PAYMENTS averaged 21.8% of payroll 


what less than the all-company average, while the 
for all companies. These payments included: 


nonmanufacturing companies paid 24.2% , as shown 





a at % esnnedteetti in Table 4. 

4 jy require: a n employers re . . : 

aa aly) q — aid 3.9% Manufacturing firms had higher fringe payments 

Pension and another agreed-upon payments than nonmanufacturing firms for Unemployment 
(employer's share only) 6.8 Compensation, workmen’s compensation, insurance 

Paid rest periods, lunch periods, etc. 23 - ” rae —e 

Payments for time not worked 6.9 and vacations. . : 

Profit-sharing payments, bonuses, etc. 1.9 Nonmanufacturing firms had higher payments for 

Total 21.8% 


Old-Age and Survivors Insurance, pensions, dis- 
counts on goods and services purchased from the 


The manufacturing companies paid 20.3% , some- company, holiday payments and sick leave. 


TABLE 4. Fringe Payments by Type of Payment, 1957 


























Total, Total, Total, ait 
Type of Payment all ali manu nonmanu- 
compan ies facturing facturing 
Total fringe payments as per cent of payroll....... oa 21.8 20.3 24.2 
1. Legally required payments (employer's share only). . 3 | “4 £ is 3.5 
a. Old-Age and Survivors Ingurance.....................45. 2.1 2.0 2.1 
b. Unemployment Compensation: 
(1) 0.3% tax to Federal Government............ 2.6.6... eee 0.2 0.2 
(2 State 4) ERY SRA YE Be eee 0.8 0.9 0.6 
c. Workmen's compensation (including estimated cost for self- insured). . 0.7 9 0.5 
d. Railroad Retirement Tax, Rai ea Insurance, state sickness 
YT PE Pe Oe ee eee 0.1 0.1 0.1 
2. Pension and other agreed-upon payments (employer's share only). . 6.8 5.8 8.6 
a. Pension-plan premiums and pension payments not covered by insurance-type 
_ (net) 4.1 3.1 5.9 
b. Life insurance premiums, “death benefits, sickness, ‘accident and medical-care 
insurance premiums, hospitalization insurance, etc. (net) iuandes ; 2.2 2.3 1.9 
c. Contributions to privately financed unemployment benefit funds ee : 0.1 0.2 e 
d. Separation or termination pay allowances. ................ e . ° 
e. Discounts on goods and services purchased from company by employees ‘ 0.1 * 0.3 
f. Miscellaneous payments (free meals, compensation pay’ ments in excess of legal | 
requirements, payments to needy employees, tuition refunds, =e and | 
GGG PORE He, GUE) an S55 bec ce cc Zecregegsecss cides 0.3 0.2 0.5 
3. Paid rest periods, lunch periods, wash- er time, travel time, clothes-change time, 
get-ready time, etc. 2.3 2.4 | 2.0 
4. Payments for time not worked 6.9 6.5 7.7 
. Paid vacations and bonuses in lieu of vacation... | 3.8 3.9 3.7 
. Payments for holidays not worked GB adcRihewen . ; --| 2.3 2.2 2.3 
c. Paid sick leave | 06 0.3 1.3 
d. Payments for State or National Guard ‘duty, jury, witness and voting pay 
allowances, payments for time lost due to death in family or other oa 
reasons, etc .% as Sas ‘ 4 0.2 0.1 + 
5. Other items 1.9 1.5 2.4 
a. Profit-sharing payments 0.8 0.7 0.9 
b. Christmas or other special bonuses, service awards, ‘suggestion awards, ete 0.8 0.6 1.2 
c. Special wage payments ordered by courts, payments to union stewards, etc. 0.3 0.2 0.3 
Total fringe payments as cents per payroll hour 47.4 44.9 50.8 
Total fringe payments as dollars per year per employee 981 940 1035 
Number of companies ‘ 1020 656 364 
* Less than 0.05% 
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2. Industry Variations 


FRINGE BENEFIT PAYMENTS varied widely from in- 
dustry to industry. Hotels paid 13.4%, textile prod- 
ucts and apparel 17.4%, and pulp, paper, lumber 
and furniture paid 17.5%. Banks, finance and trust 
companies paid 31.7%, the petroleum industry paid 
27.3%, and insurance companies paid 26.7%. But 
this should not be interpreted to mean that some in- 
dustries (or companies) are laggard, because in many 
cases both the employer and the workers may prefer 
to have income reflected entirely or chiefly in the pay 
envelope. 


TABLE 5. 


Expressed as cents per payroll hour, payments 
ranged from 16.0¢ for hotels to 78.2¢ for the pe- 
troleum industry. Annual dollars per employee varied 
from $354 for hotels to $1650 for the petroleum 
industry. 

The proportionate amount paid for various types 
of benefits also showed wide ranges. Legally re- 
quired payments constituted over one-third of the 
total fringe payments for hotels, but less than one- 
tenth the total for the petroleum industry. Pension 
and other agreed-upon payments made up less than 


Major Types of Fringe Payments by Industry Groups, 1957 





Total, all industries 
Total, all manufacturing 


Manufacture of: 
Food, beverages & tobacco 
Textile products & apparel 
Pulp, paper, lumber & furniture 
Printing & publishing 
Chemicals gf allied products 
Petroleum industry 
Rubber & leather products 
Stone, clay & glass products 
Primary metal industries was 
Fabricated metal products (excluding machinery and 
transportation equipment) ‘ ‘ 
Machinery (excluding electrical) . 
Electrical machinery, equipment & ‘supplies. 
Transportation equipment eal 
Instruments & miscellaneous manufacturing industries... . 


Total, all nonmanufacturing 
Public utilities (elec., gas, water, telephone, etc.) 
Trade (wholesale & retail) 
Hotels 
Banks, finance & trust companies 
Insurance companies 


Miscellaneous industries (coal mining, — and 
laundries) ‘i 
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one-fourth of total benefits in the textile and apparel, 
pulp, paper, lumber and furniture, electrical machin- 
ery, and instruments and miscellaneous manufactur- 
ing industries. 

Additional summary data on fringe payments by 


37456 O—359— 


industries are shown in Table 5 and Chart 1. More 
complete tables, showing fringe benefits in detail as 
percent of payroll, cents per payroll hour, and dollars 
per year per employee, are shown in Tables 6, 7 
and 8. 
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6. Regional Variations 


FRINGE PAYMENTS BY REGION for the various in- 
dustry groups are shown in Table 9. The regions are 
based on United States Bureau of the Census Divi- 
sions, and the states comprising each region are listed 
in a footnote following the table. No figure is shown 
if fewer than three companies reported. 


Fringe payments were highest in the North East 
region, with this area having higher than average pay- 
ments in 18 of the 20 industry groups. The East 
North Central and Western regions each had five 
industries with higher than average payments, and 
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the South East region had two. 


TABLE 9. Fringe Payments as Per Cent of Payroll, 
by Regien and Industry Groups, 1957 


industry group Total, all 
regions® | 
Total, all industries 21.8 
Total, all manufacturing 20.3 
Manufacture of: 
Food, beverages & tobacco 21.0 
Textile products & apparel 17.4 
Pulp, paper, lumber & furniture 17.5 
Printing & publishing 20.0 
Chemicals & allied products 24.0 
Petroleum industry 27.3 
Rubber & leather products ; 20.9 
Stone, clay & glass products 19.0 
Primary metal industries ‘ 20.2 
Fabricated metal products (excluding machinery and transportation equip- 
ment) ; a ‘ee ‘ 5 20.5 
Machinery (excluding electrical) 20.4 
Electrical machinery, equipment & supplies 20.3 
Transportation equipment 21.1 
Instruments & miscellaneous manufacturing industries 20.6 
Total, all nonmanufacturing 24.2 
Public utilities (electric, gas, water, telephone, etc.) 23.5 
Trade (wholesale & retail) 20.9 
Hotels 13.4 
Banks, finance & trust companies 31.7 
Insurance companies 26.7 
Miscellaneous industries (coal mining, warehousing and laundries) 25.4 
Number of companies 1020 


* States in each region are 


North East: Connecticut, Maine, Massachusetts, New Hampshire, New Jersey, New York, Pennsylvania, Rhode Island and Vermont. 


| 


East North Central: Illinois, Indiana, Michigan, Ohio and Wisconsin. 


South East: Alabama, Arkansas, Delaware, District of Columbia, Florida, Georgia, Kentucky, Louisiana, Maryland, Mississippi, 
North Carolina, Oklahoma, South Carolina, Tennessee, Texas, Vir, 
West: Arizona, California, Colorado, Idaho, Iowa, Kansas, Minnesota, Missouri, Montana, Nebraska, Nevada, New Mexico, North 


Dakota, Oregon, South Dakota, Utah, Washington and Wyoming. 


** Fewer than three companies reporting. 
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4. Size of Company Variations 


LARGER FIRMS TEND to pay higher fringe benefits, 
but the correlation between size of firm and amount 
of fringe payments is not perfect. 

Companies having 5,000-and-over employees paid 
higher than average fringe benefits in eight industries, 
and lower than average payments in four industries. 
Firms with 2,500 to 4,999 employees paid higher 
than average payments in seven industries, and lower 
than average payments in five industries. 

The firms with 1,000 to 2,499 employees paid 


TABLE 10. 


higher than average payments in eight industries, and 
lower than average in ten industries. Firms with 500 
to 999 employees paid higher than average payments 
in ten industries, and lower than average in seven 
industries. Firms with less than 500 employees paid 
higher than average fringe benefits in seven indus- 
tries and lower than average in twelve. 

Average fringe payments for industry groups by 
size of firm are shown in Table 10. 


Fringe Payments as Per Cent of Payroll, by Size of 


Company and Indusiry Greups, 1957 


Total, all 
Industry group companies 
Under 500. 1,000- 2,500- 5.000 
500 999 2.498 4,999 and over 
Total, all industries 21.8 21.1 22.1 22.3 21.6 23.0 
Total, all manufacturing 20.3 19.5 20.3 20.5 20.6 23.2 
Manufacture of: 

Food, beverages & tobacco 21.0 17.7 23.1 27.6 23.0 » 
Textile products & apparel 17.4 17.3 18.1 19.6 16.8 ° 
Pulp, paper, lumber & furniture 17.5 17.1 15.5 19.1 18.1 20.1 
Printing = pls 20.0 ° 20.0 20.7 ° ° 
Chemicals & allied products 24.0 23.1 27.2 20.6 26.8 27.5 
Petroleum industry 27.3 22.8 e . - 33.5 
Rubber & leather products 20.9 22.8 18.5 20.0 . 24.0 
Stone, clay & glass products 19.0 19.5 17.4 21.0 . 17.9 
Primary metal industries . 20.2 20.8 22.7 18.3 17.3 22.7 

Fabricated metal products (excluding machinery and transporta- 
tion equipment) gaas 20.5 20.1 19.9 20.1 25.3 ? 
Machinery (excluding electrical) 20.4 19.8 19.2 21.8 21.8 22.5 
Electrical machinery, equipment & supplies 20.3 17.2 22.1 19.0 19.1 21.2 
Transportation equipment 21.1 20.2 25.9 19.3 19.6 21.3 
Instruments & miscellaneous manufacturing industries 20.6 17.6 20.8 20.8 = ? 
Total, all nonmanufacturing 24.2 23.9 25.7 25.2 23.4 22.6 
Public utilities (electric, gas, water, telephone, etc.) 23.5 24.7 24.0 23.7 22.1 23.5 
Trade (wholesale & retail) 20.9 21.8 19.6 19.4 21.3 20.3 
Hotels 13.4 12.4 14.6 . : ° 
Banks, finance & trust companies 31.7 32.2 31.1 31.4 32.2 > 
Insurance companies 26.7 26.3 29.0 26.4 e 25.8 
Miscellaneous industries (coal mining, warehousing and laundries) 25.4 25.6 . 25.3 . 20.0 
Number of companies 1020 382 231 218 105 | S4 


* Fewer than three companies reporting 
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%. Pension and Insurance Costs 


DUE TO THE WIDE INTEREST in private pension and 
insurance programs, tabulations are included show- 
ing distributions of amounts paid by companies for 
these programs, and also average employee payroll 
deductions for pensions and insurance. Employer 
payments are net amounts after deducting any divi- 
dends or credits returned to employer by the insurer. 

As shown in Table 11, 193 firms, or 19% of those 
surveyed, had no private pension payments, while 


TABLE Il. 


Total, all industries 


Total, all manufacturing 


Manufacture of: 

Food, beverages & tobacco 

Textile products & apparel 

Pulp, paper, lumber & furniture 

Printing & publishing 

Chemicals f allied products 

Petroleum industry . . 

Rubber & leather products 

Stone, clay & glass products 

Primary metal industries... . ; BA 

Fabricated metal products (excluding machinery 
and transportation equipment) 

Machinery Coteiee electrical) 

Electrical machinery, equipment & supplies 

Transportation equipment 

Instruments & miscellaneous manufacturing 
industries 25 


79 
106 
48 
52 


Total, al] nonmanufacturing 


Public utilities (electric, gas, water, telephone, 
etc ° 


Trade (wholesale & retail) 
Hotels 


Banks, finance & trust companies 
Insurance companies 


Miscellaneous industries 
housing and laundries) 


(coal mining, 


* Incl 


ides net pe 


onwooonwwnsS 


18 


66 companies paid amounts for pensions equaling 
10% or more of payroll. Pension payments for all 
companies surveyed averaged 4.1% of payroll (the 
figure shown in Tables 4 and 6), but if companies 
having no pensions were omitted, the average be- 
comes 5.1% of payroll. 

Among all manufacturing industries 21% of the 
firms reported no pension payments, while among 
all nonmanufacturing firms 16% reported no pay- 


Pension* Payments by Industry Groups, 1957 
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ments. Less than 2% of the manufacturing firms paid 
10% or more of payroll for pensions, while 15% of 
the nonmanufacturing firms paid 10% or more. 

The distribution of insurance payments by industry 
groups is shown in Table 12. Payments for insurance 
were reported by 97% of the firms, including 98% 
of those in manufacturing, and 96% of those in non- 
manufacturing. The most frequent amount paid for 
insurance was 2.0% to 3.9% of payroll for manu- 
facturing firms, and 0.1% to 1.9% for nonmanufac- 
turing firms. Eight firms reported insurance payments 
amounting to 6% or more of payroll. 

Employee payroll deductions for private pension 
programs were reported by 31% of the companies, 
including 23% of the manufacturing firms, and 44% 


TABLE 12. 


industry group 
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of those in nonmanufacturing, as shown in Table 13. 
Deductions were reported by 75% of the petroleum 
industry firms, and 74% of the insurance companies, 
but by only 5% of the hotels. While deductions for 
pensions averaged 0.5% of payroll for all companies 
in the survey (as shown in Table 16), they averaged 
1.6% for companies having deductions. 

Payroll deductions for insurance were reported by 
80% of the companies, including 77% of those en- 
gaged in manufacturing, and 85% of the nonmanu- 
facturing firms. Deductions were reported by 96% of 
the insurance companies, but by only 58% of the 
rubber and leather products firms. Insurance deduc- 
tions averaged 1.1% for all firms in the survey, but 
1.4% for those firms having deductions. 


Insurance* Payments by Industry Groups, 1957 


erage insur- 
paying ance payments 
per cent of payroll a8 per cent 
for of payroti 


companies 
survey 
01-19% 
2.0-3.9% 
40-6.9% 

% and over 
All companies 
Companies 
having insurance 











: s s 3 
- -_ eee | commences ene fee oe 
Total, all industries 1020 | 28 | 462 450 | 72 8 2.2 2.3 
Total, all manufacturing 656 15 263 318 53 7 2.3 2.3 
Manufacture of - i 
Food, beverages & tobacco 48 2 17 23 6 0 2.4 2.5 
Textile products & apparel 45 2 22 18 3 0 | 1.9 2.0 
Pulp, paper, lumber & furniture 64 3 37 23 1 0; 1.8 1.9 
Printing . DT ohn dhdh a Noch vs ennncion eo one 4 Oh Bots Bol Bnd. Q § Sebal 1 5 
Chemicals & allied products. 48 0 21 25 2 0 2.1 2.1 
Petroleum industry . 16 0 ll 5 0 0 1.7 1.7 
Rubber & leather ‘products. 24 0 6 13 4 1 3.0 3.0 
Stone, clay & glass products 33 1 15 17 0 0 2 1 2.2 
Primary metal industries 56 1 17 25 | 10 3 2.7 2.8 
Fabricated metal products (excluding machinery and cape i. A 
tion equipment) j 79 2 21 47 & 1 2.6 2.7 
Machinery (excluding electrical) 106 2 39 58 5 2 - 3 2 3 
Electrical machinery, equipment & supplies 48 1 17 28 2 0 2 1 2.1 
Transportation equipment 2 0 16 28 Ss 0 2.6 : 6 
Instruments & miscellaneous manufacturing industries 25 1 15 6 3 0 1.9 2.0 
Total, all nonmanufacturing 364 13 199 132 19 } 1 1.9 2.0 
Public utilities (electric, gas, water, telephone, etc.) 114 | 2 66 42 4 0 1.8 1.8 
Trade (wholesale & retail) 26 3 18 5 0 0 1.7 1.9 
Hotels 55 4 25 24 2 0 1.8 1.9 
Banks, finance & trust companies 96 0 44 43 8 1 2.2 2.2 
Insurance companies 57 1 38 15 3 0 1.8 1.8 
Miscellaneous industries (coal mining, warehousing and laundries) 16 3 s 3 2 0 1.6 2.0 
* Includes net premiums paid for life, sickness, accident, surgical, medical care and hospitalization insurance, plus death, accident, surgica| 


and medical care payments not insured 


19 


Does not include sick leave pay. 





388 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


TABLE 13. Empleyee Payroll Deductions for Pensions 
and Insurance, 1957 


Pensions Insurance 
Average deductions 
as per cent of payroll <cauardema 
Industry group | zz 
| 3 
i | i | z i 
| 22) 38 | 358 | i z 
| |_| 
| 
Total, all industries 31 0.5 1.6 80 1.1 1.4 
Total, all manufacturing 23 0.4 1.7 77 Ln 1.4 
Manufacture of: 
Food, beverages & tobacco 27 0.4 1.7 65 0.7 1.1 
Textile products & apparel 20 0.2 1.2 62 0.8 1.3 
Pulp, paper, lumber & furniture 19 0.3 1.6 83 1.3 1.6 
Printing & publishing 42 0.7 17 75 0.8 1.1 
Chemicals & allied products | 40 | 0.6 1.5 77 1.0 1.3 
Petroleum industry 75 1.8 2.4 oF 2.2 2.3 
Rubber & leather products 17 0.1 0.8 58 0.6 1.0 
Stone, clay & glass products 18 0.2 1.1 SS 1.4 1.6 
Primary metal industries 14 0.4 2.9 82 1.4 17 
Fabricated metal products (excluding machinery and transportation equip- 
ment) 9 0.2 2.2 75 1.0 1.3 
Machinery (excluding electrical) 25 0.3 1.2 S84 1.0 1.2 
Electrical machinery, equipment & supplies 25 0.4 1.5 77 1.0 1.3 
Transportation equipment 21 0.3 1.4 67 1.1 1.6 
Instruments & miscellaneous manufacturing industries 28 1.0 3.5 88 1.0 a 
Total, all nonmanufacturing 44 08 1.8 85 1.3 1.5 
Public utilities (elec., gas, water, telephone, etc.) 51 1.1 2.2 SO 1.7 2.0 
Trade (wholesale & retail) 42 07 1.7 85 1.0 1.2 
Hotels 5 0.1 2.0 67 1.0 1.5 
Banks, finance & trust companies 45 0.9 2.0 79 1.0 1.3 
Insurance companies 74 1.4 1.9 96 1.4 1.5 
Miscellaneous industries (coal mining, warehousing and laundries) 25 0.2 0.8 81 1.0 ¥.2 
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9. Per Cent of Companies Paying 


Fringe Benefits 


PAYMENTS FOR Old-Age and Survivors Insurance 
were reported by almost all of the companies sur- 
veyed (Table 14), the exceptions being chiefly mu- 
nicipal public utilities. Ninety-nine per cent of the 
companies reported Federal and 97% reported state 
payments for Unemployment Compensation taxes. 
Vacation payments were reported by 97% of the 
companies, including 97% of those in manufacturing, 
and 96% of those in nonmanufacturing. Holiday 
payments were reported by 95% of the firms, in- 
cluding 98% of those engaged in manufacturing, and 
91% of those in nonmanufacturing. 

Paid sick leave was reported by 49% of the firms, 


21 


including 32% of the manufacturing companies, and 
82% of those in nonmanufacturing. Profit-sharing 
payments were reported by 14% of the firms, in- 
cluding 42% of the wholesale and retail trade firms, 
and by only 3% of the public utilities. 

Average costs of fringe payments for companies 
reporting such payments are shown in Table 15. 
Payments for separation or termination pay allow- 
ances, discounts on goods and services, paid rest pe- 
riods, paid sick leave, and other benefits paid by a 
relatively small percentage of companies, differ signifi- 
cantly in this table from the all-company averages 
shown in Table 6. 
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10. Employee Payroll Deductions 
for Fringe Benefits 


DEDUCTIONS FROM employee pay for fringe benefits 
totaled 3.8%, as shown in Table 16, including 2.1% 
for Old-Age and Survivors Insurance, 0.1% for Rail- 
road Retirement and state sickness benefits insurance 
taxes, 0.5% for pension plan premiums and contribu- 
tions, and 1.1% for life, sickness, accident, surgical, 
medical care, and hospitalization insurance. These 
deductions averaged 8.3¢ per payroll hour, or $171 


Total, all industries 
Total, all manufacturing 


Manufacture of: 
Food, beverages & tobacco. . 
Textile products & apparel 
Pulp, paper, lumber & furniture 
Printing > pees js 
Chemicais & allied products 
Petroleum industry 
Rubber & leather products 
Stone, clay & glass products 
Primary metal industries 


Fabricated metal products (excluding machinery and transporta- 


tion equipment) . 

Machinery (excluding electrical) 

Electrical machinery, equipment & supplies 

Transportation equipment... .. 

Instruments & miscellaneous manufacturing industries 
Total, all nonmanufacturing 

Public utilities (elec., gas, water, telephone, etc.) 

Trade (wholesale & retail) 


Hotels 


Banks, finance & trust companies ‘ ‘ Siok Be taan 


Insurance companies 


Miscellaneous industries (coal mining, warehousing and laundries) 3 






*Less than 0.05% 


TABLE 16. Empleyee Payroll Deductions for Fringe Benefits, 1957 


per year per employee. 

Deductions were 5.6% of payroll for the petroleum 
industry, but only 2.8% for the rubber and leather 
products industry. As cents per payroll hour they 
ranged from 16.0¢ for the petroleum industry, to 
4.1¢ for hotels. As dollars per year per employee 
the range was from $338 for the petroleum industry 
to $90 for hotels. 









3.2 | 2.0] o1 | 04] 0.7 | 68 | 14 
3.2 | 2.2 */ 02/08 | 5.6 | 115 
3.7 | 2.1 ee Seteesagr 
35.1] 2:0-| o1 ) 87 | o8 | 9.6 | 1% 
3.6 | 2.0 * | 0.6 | 1.0 | 7.9 | 167 
5.6 | 1.6 * | 1:8 | 2.2 | 16.0 | 338 
28 | 21 ° | 0.1 | 0.6 | 6.0 | 120 
cook 8 1 1 ol oa | r.4 1 2e) ie 
3.7 1-20 ot 4-1 e 1-06 | 
3.2 | 2.0 ¢ | 02] 1.0 | 7.2 | 150 
3.2} 1.8 | 01 | 03 | 1.0 |] 8.0 | 16 
SG) Hit Ohad Medel: bbe] 7:5 | 
ee Te-) 8 Yee 8? Oe) 
4.1 | 20 | 0.1 | 1.0] 1.0] 9.0 | 18 
43 | 21 | 01 | O8 | 13 | 90 | 186 
4.7] 18 | O21 | 2a | 2.7 | ana | 2 
3.9 2.1 0.1 | 0.7 1.0 7.5 163 
R4it wd | tea | oa 4 20 | 43 90 
461-48 Ss |Fel | O80) x0 | 88 | am 
5.0 | 2.2 | t.64 14 130 | = 
5 | 1.8 | 0.5 | 0.2 | 1.0 | 9.2 | 198 
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Il. Wage and Payroll Data 


HOURLY AND ANNUAL EARNINGS data, together with 
some payroll items often considered fringe benefits, 
are shown in Table 17. 

Highest hourly earnings of $2.864 were reported 
by the petroleum industry. Lowest were hotels pay- 
ing $1.194 per hour. On an annual basis the highest 
paying industry was again petroleum with $6044 per 
full-time employee, and the lowest was again hotels 
paying $2642. 

The average payroll of all companies surveyed 
was composed of 93.9% payments for straight time, 
2.8% premium pay for overtime, 0.4% holiday 
premium pay, 0.5% shift differential, 1.8% earned 
incentive or production bonus, and 0.6% for other 
items, chiefly cost-of-living payments. 

In this study, if employees receive regular pay for 
holidays, but do not work on these days, such pay- 
ments are reported as fringe benefits in the other 
tables of this survey (item 4-b of Tables 4, 6, 7, 8, 
etc.). If the employee works on holidays and re- 
ceives $2.00 per hour for straight-time work and 
$3.00 per hour for holiday work, for each hour of 
holiday work $2.00 would be reported as straight 
time and $1.00 as holiday premium pay in Table 17. 

Payroll data in Table 17 are shown as per cent of 
payroll and cents per hour, but can be converted to 
dollars per year per employee by using as multipliers 
the annual wage figures given in the last column of 
the table. 


What Are Fringe Benefits? 


There are wide differences of opinion regarding 
just what constitutes fringe benefits, and how they 
should be computed. Some do not consider work- 
men’s compensation, suggestion awards, and other 
items as fringe benefits. Others regard shift differen- 
tials, overtime premium pay, and other payroll items 
as fringe benefits. Some do not regard total payroll 
as the correct base in computing fringe benefits, but 
would use straight-time pay for time actually worked. 

Three methods for computing fringe benefits are 
illustrated in Chart 2. In this study fringe benefits 
were shown as 21.8% of payroll, with fringe benefits 
averaging $981 per year per employee, and total 
payroll averaging $4500. However, if the computa- 
tion base is changed to “straight-time pay for time 
worked,” or $3810, the $981 in fringe benefits aver- 
ages 25.7%. 

If overtime and holiday premium pay, shift dif- 
ferential, production bonus, and other miscellaneous 
payroll items, are considered fringe benefits, the bene- 
fits total $1256, and compared with the straight-time 
pay for time worked of $3810, the fringe benefits per- 
centage becomes 33.0%. 

Differences of opinion regarding what constitutes 
fringe benefits and how they should be computed 
indicate the need for a generally accepted definition 
of fringe benefits, and for a uniform method of com- 
paring fringe benefits with employee compensation. 
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CHART 2. Annual Fringe Benefits and Earnings per Employee, 1957 


OUTSIDE PAYROLL____ $566 
f 4——__Legally required payments___ 170 

















FRINGE 4—_— Pensions, insurance, ete. 310 
| BENEFITS Miscellaneous__..... 86 
a INSIDE PAYROLL___ $475 
Rest periods, et... 
Paid vacations, 
holidays, et.__._-. 311 






FRINGE 
BENEFITS__$981__ $981___ $1256 


BASE___$4500__$3810___ $3810 
PERCENT 
FRINGES __21.8%___25.7%__33.0% 


TOTAL «= |_—STRAIGHT-TIME 
PAYROLL «= | -—sPAY FOR TIME 
$4,500 WORKED $3,810 





Other payroll items 21 
Total $275 














396 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


12. Comparison of 
1947, 1949, 1951, 1953, 1955 and 1957 


Fringe Payments 


OF THE 1,020 companies reporting in the survey, 
694 had submitted data in the Chamber's 1955 sur- 
vey, and 102 in the 1947, 1949, 1951, 1953 and 
1955 surveys. Thus it was possible to trace the growth 
of fringe benefits for an identical group of companies. 

The 102 firms responding in all six surveys re- 
ported fringe payments increasing from 15.0% of 
payroll in 1947 to 16.9% in 1949, 18.7% in 1951, 
19.6% in 1953, 21.7% in 1955, and 23.7% in 1957, 
as shown in Table 18 and Chart 3. This was a rise 
of 58% in the 10-year period. Legally required pay- 
ments were 2.9% in 1947, declined to 2.6% in 1949, 
increased to 3.0% in 1951, and were 2.7% in 1953, 
3.0% in 1955, and 3.2% in 1957. Pension and other 


item 


All industries (102 companies) 
1. As = cent of payroll, total 


a. Legally required payments (employer's share only) 


TABLE 18. Comparison of 1947, 1949, 1951, 1953, 1955 and 
1957 Fringe Payments fer 102 Identical Companies 


agreed-upon payments increased steadily—from 
4.3% in 1947 to 4.9% in 1949, 5.6% in 1951, 
6.3% in 1953, 7.3% in 1955, and 8.1% in 1957. 
Paid rest periods, lunch periods, etc., were 1.6% in 
1947, 1.7% in 1949 and 1951, but increased to 
1.9% in 1953, 2.1% in 1955 and 1957. Payments 
for time not worked increased steadily from 5.0% 
in 1947, 6.3% in 1949, 6.6% in 1951, 7.0% in 
1953, 7.4% in 1955, and 8.2% in 1957. Profit-shar- 
ing payments, bonuses, etc., were 1.2% in 1947, 
1.4% in 1949, 1.8% in 1951, 1.7% in 1953, 1.9% 
in 1955, and 2.1% in 1957. 

Due to rising wage rates fringe benefits on a cents 
per payroll hour and on an annual dollars per em- 


1947 


b. Pension and other agreed-upon payments (employer's share 


only) 

c. Paid rest periods, lunch periods, ete 

d. Payments for time not worked 

e. Profit-sharing payments, bonuses, etc 
2. As cents per payroll hour 
As dollars per year per employee 

All manufacturing (65 companies) 

1. As per cent of payroll, total 

a. Legally required payments (employer's share only) 


15.0 16.9 18.7 19.6 21.7 23.7 
2.9 2.6 3.0 2.7 3.0 3.2 
43 49 5.6 6.3 7.3 8.1 
16 1.7 aon 1.9 2.1 2.1 
5.0 6.3 6.6 7.0 7.4 8.2 
1.2 1.4 1.8 1.7 1.9 2.1 
20 6 26.0 33.1 38.3 45.7 55.8 
420 526 682 786 945 1150 


b. Pension and other agreed-upon payments (employer's share 


only) 
c. Paid rest periods, lunch periods, ete 
d. Payments for time not worked 
e. Profit-sharing payments, bonuses, etc 
2. As cents per payroll hour 
As dollars per year per employee 


All nonmanufacturing (87 companies) 
1. As per cent of payroll, total 
a. Legally required payments (employer's share only 


b. Pension and other agreed-upon payments (employer's share 


only) 
ec. Paid rest periods, lunch periods, ete 
d. Payments for time not worked 
e. Profit-sharing payments, bonuses, etc 
2. As cents per payroll hour 
3. As dollars per year per employee 


12.9 14.5 16.5 17.7 19.8 22.5 
3.1 2.8 3.0 2.7 3.2 3.4 
2.7 3.3 4.5 54 6.0 7.1 
1.6 1.8 1.8 2.0 2.1 2.0 
43 5.5 5.8 6.3 6.7 7.8 
1.2 ae 1.4 1.3 1.8 2.2 
18.2 23.0 30.5 35.9 42 8 54.2 
375 478 634 750 892 1124 


18.5 | 21.1 | 22.5 | 22.8 | 24.9 25.9 
2.5 2.4 2.9 2.7 2.8 3.0 
73 7.3 7.6 7.8 9.4 9.7 
1.5 1.7 1.7 ‘2 2.1 2.3 
6.2 7.8 8.0 8.2 8.5 9.0 
1.2 1.9 2.3 2.4 2.1 1.9 
24.6 31.1 37.6 42 6 50.7 58.5 
498 634 764 869 1037 1194 
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ployee basis increased more rapidly than on a per 
cent of payroll basis. Fringe benefits increased from 
20.6¢ per payroll hour in 1947 to 26.0¢ in 1949, 
33.1¢ in 1951, 38.3¢ in 1953, 45.7¢ in 1955, and 
55.8¢ in 1957. This was an increase of about 170% 
in the 10-year period. On a dollars per year per 
employee basis they increased from $420 in 1947 
to $526 in 1949, $682 in 1951, $786 in 1953, $945 
in 1955, and $1150 in 1957—or a 174% rise in 10 
years. 

The 694 companies replying in both 1955 and 
1957 reported fringe payments averaging 20.9% of 
payroll in 1955 and 22.6% in 1957. As cents per 





397 


payroll hour fringe payments increased from 41.1¢ 
to 49.3¢, and as dollars per year per employee in- 
creased from $858 to $1018. 

Although there were some notable exceptions, 
there was a tendency between 1955 and 1957 for in- 
dustries paying a high proportion of payroll for fringe 
benefits to increase their payments slightly more 
rapidly than industries paying a low percentage in 
1955. 

Comparison of the 1955 and 1957 fringe pay- 
ments for the 694 companies reporting in both sur- 
veys is shown in Table 19. 
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CHART 3. Comparison of 1947, 1949, 1951, 1953, 1955 and 
1957 Fringe Payments fer 102 Identical Companies 





Per cent of payroll 
0 5% 10% 15% 20% 25% 
c © ° . Sete it’ a 

Legally Pension ond Poid rest Payments Profit-sharing 

required other agreed- periods, lunch for time poyments, 

Poyments vpon poyments periods, etc. not worked bonuses, etc. 





Cents per payroll hour 
0 


10¢ 20¢ 30¢ 40¢ 50¢ 60¢ 





Dollars per year per employee 


0 $200 $400 $600 $800 $1000 $1200 
ee , ” & 


—-—— 





1947 
1949 
1951 


1955 
1957 
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ompanies 


Comparison of 1955 and 1957 Fringe Payments for 694 Identical C 


TABLE 19. 
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13. How Fringe Payments 
Were Surveyed 


As IN THE earlier studies, it was necessary to go 
direct to employers for the basic data on fringe bene- 
fits. The mailing list included samples of firms listed 
in Poor's Register of Directors and Executives, 1957 
(omitting firms with under 100 employees) and the 
300 largest banks. Also included were a number of 
large and medium sized public utilities, insurance 
companies, wholesale and retail trade firms, and the 
firms reporting in the Chamber's 1955 survey. The 
American Hotel Association also sent questionnaires 
to its members. The total mailing list was 2,586 firms. 

Replies were received from 1,020 firms, a re- 
sponse rate of 39%. This included 694 of the 1,000 
firms replying in 1955, a response of 69%, and 326 
of the 1,586 firms not in the 1955 survey, a response 
of 21%. 

The questionnaire used in the survey is reproduced 
on pages 34-36, and is similar to that used in the 
1955 survey. 


Computation Method 


The method of computation used in this study is 
outlined below. Also shown is a procedure for com- 
puting a company’s fringe payments on a basis com- 
parable to that used in this report. 

In combining company data to form industry av- 
erages, the percentages for individual companies 
were added together without weighting, otherwise 
data for a few large companies might obscure the 
data of many smaller ones. Also, this procedure 
tended to compensate for the lower percentage cover- 
age of smaller firms. 


company 


Your Company’s Fringe Benefits 

After the Chamber’s previous fringe benefit studies 
were published, several companies inquired how 
their data might be compiled on a comparable basis. 
This can be done by completing the questionnaire 
on pages 34-35 and performing the following com- 
putations: 


1. Total fringe payments (Questionnaire 
items B through F) $ 


2. “Full-time equivalent” employees (in 
questionnaire item H divide the hours 
for all employees by the hours for a 
full-time employee ) 


Fringe benefit payments as: 
Per cent of payroll (Item 1 above 
divided by questionnaire item A-7) % 


Cents per payroll hour (Item 1 above 
divided by the hours for all employees 
in questionnaire item H) ¢ 


Dollars per year per employee (Item 
1 above divided by item 2 above) $ 


Reproduction Privileges 


A number of companies have published their 
fringe benefit data in annual reports, employee pub- 
lications and advertisements, often with summaries 
of the Chamber studies. Any data given in this report 
may be reprinted without specific permission from 
the Chamber of Commerce of the United States. 






All All non- All 
Our manufac- manufac- indus- 
industry turing turing tries 








Fringe benefits as: 
Per cent of payrol 
Cents per payroll hour 
Dollars per year per employee 





en 20.3% 24.2% 21.8% 
anssbonsanllf 44.9¢ 50.8¢ 47.4¢ 
Bitieeoe $940 $1035 $981 
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14. Copy of Questionnaire Used 
in Survey 


Identity of individual firms will not be disclosed. 
Data furnished will be published only in the form 


CONFIDENTIAL of totals for groups of companies. Only persons 
handling the research will see your report. 





Instructions 
1. Coverage. If you have several divisions or plants, data covering any typical group 
of employees will be satisfactory. 


2. Euployess covered in survey. Except for banks, financial institutions, etc., limit 
data inc d in this report to hourly-rated employees and to salaried employees who are 
paid on a similar basis. That is, include data for salaried employees if their pay 
varies depending on whether they work overtime, or less than full time, but do not in- 
clude them if they receive their regular daily or weekly pay regardless of hours worked. 
Since this definition would exclude many employees of banks, financial institutions, 


etc,, for these firms please include all nonsupervisory employees and all working super- 
visors, regardless of their method of payment. 


3. Approximate or incomplete data. If you are unable to give exact data for the various 
items in the questionnaire, please give estimates--we would prefer a good estimate to a 
blank space. If you are unable to break down the data on pryments exactly as we have 
outlined it, please give the data that is available. Please indicate the items for 
which payments were made, but for which you cannot give separate figures. 


4, Question A. Gross 11 data. For this item report actual wages (not take-home pay 
after deductions have a made). Report on line A-l the straight-time wages only, and 
report premium and bonus payments on other lines. Thus, if an employee receives $2.00 
an hour for straight-time, and $1.00 additional for overtime after 40 hours, for each 


hour of overtime worked after 40 hours, $2.00 would be entered on line A-l, and $1.00 on 
line A-2. 


5. Items = C-3, C-5 and C-7. Pension and insurance pea For pension and in- 
surance p ums, report net payments after uc any dividends or credits returned 
to employer by insurer. 

6. Question ¢-9. Contributions to privately financed wonp lopment benefit funds. 

Report on this ne employer payments into unemployment benefit simi to 
those established in the automobile, metal can and glass industries. Payments under 
guaranteed workweek or workyear should be reported on line E-4. 


7. Question G. Employes payroll deductions. For this question report deductions 
from employee pay. Employer contributions are reported in questions "5" and "C.” 


8. Question H. Payroll hours. This is the number of hours corresponding to earnings 
given on =i. ‘Oo ours for full-time loyee. Enter the total number of pay- 
roll hours for a typfeat full-time employee in 1557 rt would be the number of hours 
representing his wages shown on line A-l, including his paid vacation period, paid holi- 


days, paid sick leave, etc. If hours would not be the same for all employees, show the 
hours for the majority of employees. 


33 
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Se" 
Je 
oe - 
Confidential ° a 
—_—_— 2 Ss 
2 %, ¢ 
FRINGE BENEFITS SURVEY--195 © ours 
8 8 OU eee = 
ee) ree 
Bene. OF Comat GET SCRGL cence ee 
Show actual data or best estimate | Total amount 
for employees covered in r for 1957 


A. Gross payroll for employees in survey: (See Instructions No. 4) 
1 Straight-time pay for employees in survey........-.-+-.:-::- saece 
2. Overtime premium pay...........cseeeee Include BONUS AND 
3. BMoliGey PRGA PRY. occ cescccccccccces PREMIUM PAY ONLY 
4 
5 





i, REG CRG hac vic wecdacdacvcctace on lines 2-6 
. Earned incentive or production bonus.. | Report straight-time 
6. Other (Specify: ).. | pay on line "1". 
7. Total gross payroll.......... eeuwwebeBccccecet eobesovassesobsecss 


th i Rt 


B. Legally required payments (employer's share only): 
































1. Old-Age and Survivors Insurance.......csssseeee os 0 600006 660s oseee 
2. Unemployment (a) 0.3% tax to federal government..........-.+- 

Compensation (b) State tax (net)........-. SA ces OSA dhs 8 C0 as 
3. Workmen's compensation (estimate cost of self-insured)........ ees 
®. Railroad Retirement Tax. ...cccccccccccccsccccces ec recerccececcocs 
5 Railroad Unemployment Insurance..... ovecoecscecdceonepesencsesece 
6 State sickness benefits insurance.......ccccsececsceces eeccceces 
7. Other (Specify: MCL SS RE ee 

fotal..... evtasterve ee seeect SUD ME SE otus + 0c bh mesa to ske cael 








i 


— nsion payments not covered by insurance-type plan....csccseves 
ey BE AR Re ee 

° Death benefits not covered by Rietiibiiete oo ee Be cea 
. Sickness, accident, surgical or medical care insurance 
premiums (net)..... 1) cphaengoitbbetinsss theses dtisenebens 

6. Accident, ena or medical care payments not insured......... 



















7. Hospitalization insurance premiums de rome. cooperatives 

such as Blue Cross) (net)...... papedtessrostsceses cases Siecbetss 
8. Hospitalization payments not covered. by insurance-type 

ol er scecccece eeoceccesecesecoesesese eecccccce coccccccecos 
“ Contributions “to privately financed unemployment 


benefit funds. (See Instructions No. 6).......cccccccccceccces 
10, Separation or termination pay allowances.........ccccccccccccce 
ll. Discounts on goods and services purchased from company by 


Cre Bae *” ff- te BAe 





employees........ deeées sweseeeusses Sooevcccces OvUE CeveCRteseseee 
12. Other (Specify: ) 
B35 “DUR ala fake ccchesccccccteccnse eeseeesene Seacccccecveccceseccecee 


For Office 
Coding -- 
Leave Blank 





; 
} 
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Confidential 


For Office 


Coding -- 
Leave Blank 
Total Amount 


for 1957 
D. Paid rest periods, lunch periods, wash-up time, travel 






E, Payments for time not worked: 
Payments for or lieu of vacations... 
Payments for holidays not worked..... 
BILGE SVS PAFe cacaeceocccvccccdscccsneseccs eeececescces ° 
Payments required under guaranteed workweek or — eesévcence 
Jury, witness and voting pay allowances 
National Defense, State or National Guard auty. eiecevece 
Payment for time lost due to death in family or other 

PeTBODA] TEABONS,.....cescecsecsececs 
Other (Specify: 
TOCAL. ccccccccccccece 


SOR eee ee eee eee 





F. Other items: 
DECOLS=RRATERG POGMOGIIS 65a oc chee cc dice coctWéwstectcdcces 
Christmas or other special bonuses, service awards, 
Suggestion awards, etc. (Omit regular production bonuses).....$ 
Payments to union stewards or officials for time spent in 
settling grievances or in negotiating agreements............... 


Special wage payments ordered by courts, wage adjustment 
boards, etc...... 


Other (Specify: 
TORR S soc cnescentaccence 


G. loyee payroll deductions: (See Instructions No. 7) 
Old-Age sal Survivors Insurance..... d cndddudseeeckdseutwem SS 
Railroad Retirement Tax.........sssee+: ond 0 dwe edie chbcdKeee Cosccnc® 
State sickness benefits insurance tax..........se+: 
Pension plan premiums or contributions 
Life insurance premiums........... ecccccceccenes cee ceccccosce 
Sickness, accident, surgical or medical care insurance 
premiums or contributions......c.cecsecscccesees obinles beled ‘owe 
Hospitalization insurance premiums or contributions (inelude 
cooperatives such as Blue Cross).. 
FOURL, ccocccccccccccccesese 


oll hours (time actually worked, plus holidays, 
ee atok leave and other time paid for but 
not worked): (See Instructions No. 8) 


Total for all employees in survey 
For typical full-time employee 






See eee eee eee ee eee eee ee eee ewer eee 





eee eeeeeee eee eee eeenee — 


hours 
hours 








I. Type of business and principal lines or products manufactured 


or handled: 


Please return ECONOMIC RESEARCH DEPARTMENT 


the filled-out CHAMBER OF COMMERCE OF USA 
questionnaire to: WASHINGTON 6, D. c. 











404 AMENDING THE RAILROAD RETIREMENT ACT OF 1937 


[S. 1314, 86th Cong., 1st sess. ] 
A BILL To amend the Railroad Retirement Act of 1937 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That this Act be cited as the “Rail- 
road Retirement Act of 1959”. 

Sec. 2. Paragraphs numbered 2 and 8 of section 2(a) of the Railroad Re 
tirement Act of 1937, as amended, are amended to read as follows: 

“2. Individuals who will have attained the age of sixty and will have com- 
pleted thirty years of service. 

“3. Individuals who will have completed thirty-five years of service without 
regard to age.” 

Sec. 3. Section 3(c) of such Act is amended to read as follows : 

“(c) The ‘monthly compensation’ shall be the average compensation paid to 
an employee with respect to calendar months included in his ‘years of service’, 
except that— 


“(1) with respect to service prior to January 1, 1937, the nthly com- 
pensation shall be whichever is higher, (A) the average compensation paid 
to an employee with respect to calendar months included in his years of 
service in the years 1924-31, or (B) the average compensation paid to him 
monthly for the calendar years (consecutive or nonconsecutive), not in ex- 
cess of five, prior to January 1, 1937, for each of which he received aggre- 
gate compensation exceeding that received by him for any other such 
calendar year: Provided, That where either of the foregoing methods is, 
in the judgment of the Board, insufficient to constitute a fair and equitable 
basis for determining the amount of compensation paid to him with respect 
to service prior to January 1, 1937, the Board shall determine the amount 
of compensation paid to him in each month of service before 1937, in such 
manner as in its judgment shall be fair and equitable; and 

“(2) the amount of compensation paid or attributable as paid to him with 
respect to each month of service before September 1941 as a station em- 
ployee whose duties consisted of or included the carrying of passengers’ 
hand baggage and otherwise assisting passengers at passenger stations and 
whose remuneration for service to the employer was, in whole or in sub- 
stantial part, in the form of tips, shall be the monthly average of the com- 
pensation paid to him as a station employee in his months of service in the 
period September 1940—-August 1941: Provided, That where service in the 
period September 1940—-August 1941 is, in the judgment of the Board, 
insufficient to constitute a fair and equitable basis for determining the 
amount of compensation paid or attributable as paid to him in each month 
of service before September 1941, the Board shall determine the amount 
of such compensation for each such month in such manner as in its judg- 
ment shall be fair and equitable. 


In computing the monthly compensation, no part of any months’ compensation 
in excess of $400 shall be recognized. If the employee earned compensation 
in service after June 30, 1937, and after the last day of the calendar year in 
which he attained sixty-five, such compensation and service shall be disre- 
garded in computing the monthly compensation if the result of taking such 
compensation into account in such computation would be to diminish his 
annuity.” 

Sec. 4. Section 2(e) of such Act is amended by striking out “than an amount” 
and inserting in lieu thereof “than 110 per centum of an amount”. 

Sec. 5. All recertifications required by reason of any amendments made by this 


Act shall be made by the Railroad Retirement Board without application there- 
for. 


Marcu 16, 1959. 
Hon. LISTER HILL, 


Chairman, Committee on Labor and Public Welfare, 
U.S. Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: This is in reply to your letter of February 7, 1959, 
requesting the views of the Bureau of the Budget on S. 987, a bill to amend the 
Railroad Retirement Act of 1937, the Railroad Unemployment Insurance Act, the 
Internal Revenue Code, the Social Security Act, and for other purposes. 








-_ EE SS .—tC 


a evr ovr ‘ye © 


n 
n 


e- 
‘h 


is 


9, 
he 
he 


AMENDING THE RAILROAD RETIREMENT ACT OF 1937 405 


This bill would increase most retirement and survivor annuities and the wage 
base and the tax base on the retirement side. With respect to the unemployment 
insurance provisions, the bill would change the base year for benefit purposes, 
raise the earnings needed to qualify for benefits, extend the waiting period, revise 
the method of computing benefits, revise and add to the conditions for disqualifi- 
cation, revise the sickness benefit provisions, and establish a special fund for 
financing sickness benefits. 

Aside from any of the other provisions in the bill, the major weakness lies in 
its failure to remove the actuarial deficiency from the retirement system by pro- 
viding adequate revenues to finance the existing deficiency and the proposed 
increases in benefits. 

The actuaries of the Railroad Retirement Board estimate the bill would leave 
a deficiency of 3.28 percent of payroll. In his 1960 budget message to the Con- 
gress, the President urged, first of all, that the system be placed on a sound 
actuarial basis. 

Accordingly, the Bureau of the Budget recommends against enactment of this 
legislation. 

Sincerely yours, 
(Signed) PHILLIP S. HUGHEs, 
Assistant Director for Legislative Reference. 








